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A Financial Notebook 








‘BB’ and The Banker 


THE death of Viscount Bracken at 
the early age of 57, which has evoked 
moving tributes from many widely 
divergent walks of life, is for The 
Banker a very special loss. He was 
its founder and its first editor, and 
over the thirty years of full blossom- 
ing of his rich personality and his 
wide ranging interests he yet re- 
mained its chairman, its counsellor 
and its friend. It was for him a 
starting-point, a first success that 
led him on to his first resounding 
one, the formation two years later 
of the group that acquired, in addi- 
tion, The Financial News, the In- 
vestors Chronicle and a half interest 
in The Economst—a group that 
reached out in 1945 to embrace The 
Financial Times and to merge the 
two dailies under that banner. 

As an imaginative if impetuous 
young man in his early ’twenties he 
brought to this field no expertise in 
finance or banking or economic 
affairs. In the years when The Banker 
really was his own production, he 
ran it as promoter and organizer 
rather than as editor in the modern 
sense, casting it in the grand manner 
and opening, in January, 1926, with 
a 112-page issue and a galaxy of con- 
tributors including, among others, 
the ex-Finance Ministers (and only 
lately “‘ex”’) of both Britain and 
France, two former Financial Secre- 
taries and two bank chairmen. In 
such company, with such precocious 
talent for commanding it, and with 
so seething a ferment of ideas, he 


had little need for expertise of the 
textbook sort—as indeed, the imme- 
diate success of the project proved. 

The instances are few, at that 
stage, of those fiery and devastating 
and indescribable qualities of style 
that soon were to “sign’”’ almost 
everything he wrote, however anony- 
mously. But hindsight can now read, 
in those early productions, almost 
the full range of the qualities, in- 
terests and loyalties that were to 
inspire and enrich his life, and those 
who were privileged to be in touch 
with its flowering. His love of archi- 
tecture, of City churches, his concern 
that the banks should not betray the 
trust in their buildings; his deep 
interest in history and in the affairs 
of the Church; his wit as satirist, 
debunker and popularizer; his genius 
in human contacts, in_ bringing 
people together, in inspiring or pro- 
voking them; his deep attachment 
to Winston Churchill. 


Trout and the Gold Standard 


On this last theme, one passage 
deserves to be written into history. 
The leading article of The Banker 
for June, 1926, told of Winston 
Churchill’s tormenting preoccupa- 
tions, fifteen months or so before, 
with the decision soon to be taken 
to return to gold: 


The writer remembers an occasion 
when the Chancellor, clad in a suit 
of disreputable dungarees, was trans- 
ferring quantities of infant trout 
from the van in which they had 
travelled from London to the lake 
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of his home in the country. The 
course of this delicate operation was 
often disturbed by some awful cur- 
rency problems propounded by the 
Chancellor, who was laden with 
wriggling fishes. While he was mar- 
shalling all the arguments, his 
wretched helper, soused in muddy 
water, had to cope with shoals of 
fishes escaping from the meditative 
Chancellor. Many of Mr Churchill’s 
friends will remember the nerve- 
racking ordeals they endured when 
being driven by him . . . when his 
mind was concentrated upon the gold 
standard instead of the numerous 
danger-points . . . between Wester- 
ham and Whitehall. 
An indiscreet story at that time? 
Perhaps. But the editorial wisely 
added that “no one outside the 
Government and the ‘Treasury ”’ 
understood the reason for the Chan- 
cellor’s preoccupation with currency 
problems until after his budget 
speech. 


Down to 4} per cent 

The strength of sterling and the 
softening of the domestic economy 
(which are discussed in subsequent 
notes) provided the classical con- 
ditions—though by no means the 
classical timing—for a reduction in 
Bank rate last month. The authori- 
ties duly announced a cut from 5 per 
cent to 44 per cent on August 14, 
which—apart from the hectic move- 
ments in 1914—-was only the second. 
reduction made in August since the 
Baring crisis of 1890. Hopes of a 
lower Bank rate had carried appli- 
cations for Treasury bills to an all- 
time peak of £469 millions at the 
August 1 tender and by the following 
tender had forced the allotment rate 
below 3{ per cent. In Lombard 


Street, therefore, the Bank rate cut 
had been largely discounted—though 
on the Stock Exchange, despite the 
strong anticipatory advance in pre- 
ceding weeks, both gilt-edged stocks 
and equities rose to new peaks for 
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the year. On the Friday following 
the announcement the Treasury bill 
rate dropped by little more than 
i per cent to just under 3? per cent. 

This was the smallest reduction 
that has followed any of the recent 
cuts in Bank rate and it may imply 
that the market now has more 
doubts about the direction of the 
next move. Certainly if the steep 
rise in American short-term interest 
rates continues, the scope for further 
reductions in money rates over here 
will be cramped. 

Following news of the change 
‘* fixed’ rates on bank deposit ac- 
counts and call money were reduced 
by the 4 per cent, as were the rates 
on most advances. A few days later 
the rate on new Tax Reserve certi- 
ficates was reduced from 3 per cent 
tax free to 24 per cent tax free, and 
the rates on medium-term and long- 
term loans to local authorities by the 
Public Works Loan Board cut from 
6} per cent to 6 per cent. 

This time, however, the effects of 
the Bank rate change also spread to 
the house mortgage market; the 
Halifax Building Society announced 
that it proposed to reduce its rate 
on new and old mortgages for 
owner-occupiers from 6 per cent to 
54 per cent on December 1 and to 
trim investors’ rates by } per cent. 
The Council of the Building Soci- 
eties Association—of which the 
Halifax is not a member—meets on 
September 12. Many members still 
feel that they would lose funds to 
the National Savings movement if 


‘they lowered their rates to investors 


and would strain their reserves if 
they reduced lending rates alone. 


Reserves Rise Again 


Sterling took the strain of heavy 
commercial demand for dollars com- 
fortably last month with the exchange 
rate firmly above par. As fears that 
the Iraq coup would precipitate a 














full-scale international crisis sub- 
sided, sterling regained ground 
against the dollar and, to a less ex- 
tent, against some continental cur- 
rencies. For most of the month it 
fluctuated between $2.804 and 2.802 
on New York, though it slipped back 
a little in the closing day of the 
month. The pound remained near its 
lower limit on many continental 
centres. 

While the recent good demand for 
sterling is attributable mainly to the 
strength of Britain’s balance of pay- 
ments, there were signs in the weeks 
preceding the Bank rate reduction 
that a fair amount of foreign money 
was being attracted to London for 
short-term investment. As some 
foreign operators appear to have dis- 
pensed with the precaution of cover- 
ing these transfers with a forward 
sale of sterling, the inflow of such 
funds may have had its full effect 
upon the spot rate and the reserves. 


These uncovered transfers may 
also partly explain the unexpected 
rise of $8 millions in the gold and 
dollar reserves in July, a month in 
which the reserves had to contend 
with the shock of the Iraq coup and 
meet the payment of $53 millions to 
the European Payments Union in 
settlement of the June deficit. This 
increase raised the gold and dollar 
reserves to a seven-year peak of 
$3,084 millions.  Britain’s deficit 
with EPU in July was {18.6 mil- 
lions, which required a gold payment 
of $39 millions in the middle of last 
month. 

Britain’s own exports to North 
America in July were at the near 
record level of {41.4 millions. De- 
spite the recession, British exports 
to the United States in the first 
‘seven months of this year were up 
by 74 per cent on the same months 
of last year and exports to Canada 
up by 1 per cent. The full trade 


returns for July were still distorted 
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by the effects of the earlier dock 
strike. Imports and exports both 
rose sharply from their abnormally 
low levels in June and the trade gap 
between imports (valued c.i.f.) and 
exports (valued f.o.b.) dropped to 
£40 millions. While this is some 
£10 millions higher than the average 
for the first half of the year, it is 
decidedly low by post-war standards. 


Falling Output 


Revised estimates of industrial 
production indicate that the decline 
in activity this year has been rather 
more marked than earlier figures 
suggested. The latest revision results 
from improved statistics of produc- 
tion in the mechanical and electrical 
engineering industries, and its effect 
has been to reduce previous esti- 
mates of output since January by 
about 1 per cent. The seasonally- 
adjusted index (1948=100) is now 
put at 136 for April and May, 
against previous estimates of 138 for 
both months. 

Preliminary figures suggest that 
the index fell further in June, to 
134-135. This marks a drop of 
around 5 per cent from the peak of 
142 touched in June, 1957. The 
holiday season is now likely to cloud 
comparisons, but reports from the 
steel industry that output in July 
was 12 per cent below July, 1957, 
suggest that industrial activity was 
still declining in that month. 

This fall in production has led 
to a considerable amount of excess 
capacity in industry. The pitfalls 
confronting most attempts at esti- 
mating the extent of that excess 
were described in an article in last 
month’s issue of The Banker. Most 
of these pitfalls, however, seem to 
have been successfully avoided in a 
study of spare capacity in the metal- 
using and chemical industries which 
was published last month by the 
National Institute of Economic and 











Social Research. Its findings, based 
on a sample inquiry in the second 
half of July, indicated that the metal- 
using industries as a whole could 
step up their output by 20 per cent 
with present plant. Chemical firms 
also believed that their output was 
below the economic capacity of 
their plant, but they ventured no 
precise estimate of the practicable 
increase in production. 

This under-utilized plant is em- 
barrassing many companies at the 
moment, but there is still a marked 
reluctance to discharge workers or 
give up factory space—a reluctance 
that, says the report, “‘ appears to 
have been one of the causes hinder- 
ing the adjustment of industry to the 
changing pattern of demand ’”’. The 
report also expresses the view that 
in recent years perhaps too much 
has been spent on extending capacity 
and too little on producing a given 
output with fewer men. The 
NIESR investigators also suggest 
that the shortening of order books 
has made industry more competitive 
in export markets and has led many 
firms to increase their export effort. 


Barclays’ Bonus Issue 


The resurgence of investment in- 
terest in bank shares set off by the 
participation by the banks in the 
equity of hire purchase finance’ 
houses was given new fillip last 
month by a one-for-four bonus’ 
issue proposed by Barclays Bank. 
The distribution, announced just 
before this issue went to press, will 
rank for this year’s final dividend; 
the directors imply that the dividend 
is to be maintained at its present 
rate of 12 per cent a year, so that in 
a full year the effective rate will be 
raised to 15 per cent. By comparison, 
the rate of 14 per cent maintained 
before 1953 (and uncut through the 
depression of the early ’thirties) was 
equivalent on present capital to 
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8? per cent. In 1953, Barclays was 
the second bank to raise its dividend, 
and investors are now hoping that 
its move may foreshadow the open- 
ing of a second post-war round of 
increases by the banks as a whole. 

Barclays also announced last 
month the election of Mr John 
Thomson, hitherto a vice-chairman 
of the bank in company with Mr 
Cuthbert Fitzherbert, to become 
deputy chairman, jointly with Sir 
Cecil Ellerton. Mr Thomson will 
remain a local director of the Oxford 
district. 


Treasury Control 


The Parliamentary Select Com- 
mittee on Estimates published last 
month a report,* the first it has yet 
undertaken, on the effectiveness of 
the methods of Treasury control. 
The inquiry was confined almost 
entirely to supply expenditure— 
though the committee questions 
whether the distinction in the Treas- 
ury between supply and establish- 
ments remains appropriate. The 
tenor of the report echoes strongly 
the questions put by Mr Enoch 
Powell in his article in these columns 
last April. What is called “‘ Treasury 
control,’ the committee concludes, 


is better described as a complex of 
administrative practice that has grown 
up like a tree over the centuries, 
natural rather than planned, empiric 
rather than theoretical. The ques- 
tion here at issue is whether a 
‘“ system ’’, many features of which 
emerged in times when Government 
expenditure played a relatively small 
part in the national economy, 1s 
appropriate to the middle of the 
twentieth century. 


The committee recommends that a 
small independent committee, with 
access to Cabinet papers, should be 
appointed to report on the theory 





* HMSO, 2s. 

















and practice of Treasury control of 
expenditure, 

Full judgment on the findings of 
the committee must be suspended 
until publication of the minutes of 
evidence. The report expresses 
particular disquiet about loss of 
effective control over commitments 
that are indeterminate or continuing, 
and about the frequency of under- 
estimation and the sanctioning of 
supplementary estimates. It sug- 
gests that these deficiencies might be 
mitigated by earlier submission of 
departmental estimates to the Treas- 
ury; by more specific forward pro- 
grammes; and by extending review 
of programmes to more than one 
year. At the same time, it makes a 
plea for greater financial responsi- 
bility and control by the spending 
departments, and suggests that the 
present requirements for “ prior 
approval”’ by the ‘Treasury may 


involve some unnecessary frictions. 


More Light from the Bank 

This year’s Bank of England 
Report goes some way towards meet- 
ing the critics’ demands for a more 
informative document. A real at- 
tempt has been made to provide a 
narrative of the stormy monetary 
events of the year to February 28 
and in the _ process occasional 
glimpses of the Bank’s thinking on 
those developments may be caught. 
The narration is studiously factual 
and ‘“‘correct’’, but a few stray 
remarks on the difficulties of funding 
confirm previous impressions of the 
course of departmental sales of 
securities during the twelve months. 

This report falls well short of the 
full commentary on monetary events 
that the public these days expects 
from a central bank. There is no 
attempt to ‘“explain”’ the changes 


in policy during the year or to 
analyse the crisis that necessitated 
such dramatic action last September. 
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The Bank is content to let the facts 
speak for themselves and avoids, 
wherever it can, expressing an 
opinion. The aura of mystery sur- 
rounding its operations has not yet 
been removed. But the report ex- 
presses the hope that the survey of 
monetary experience included in the 
evidence submitted by the Bank to 
the Radcliffe Committee may form 
‘“‘a basis for a more detailed annual 
review of the monetary situation in 
future years ”’. 

The statistical material added to 
the report is not new, but some may 
find it less useful to have a readily 
available record of the monthly 
range of exchange rate quotations 
and Britain’s transactions with the 
European Payments Union—though 
was it really necessary to stop these 
series short at February 28? The 
list of changes in Exchange Control 
regulations during the year is cer- 
tainly a welcome addition. 

One of the fresh facts disclosed 
by the report is the growing popu- 
larity of the new “ fiver’’, which 
accounted for 21.4 per cent of the 
total note circulation against 14.5 
per cent in the previous twelve 
months—a gain made almost entirely 
at the expense of {1 notes. 


Deposits Still Rising 

Bank deposits continued to rise 
in the sixteen days to the mid-July 
make-up. Aggregate net deposits of 
the eleven London clearing banks 
rose by a further {42.6 millions to 
£6,368 millions. This was some 
£10 millions less than the increase 
in the same period of 1957, but it 
brought the total increase since mid- 
May to {£248 millions, which is a 
record expansion for the two months. 
This carried Lloyds Bank’s season- 
ally-adjusted index of net deposits 
0.6 points higher to 111.5 (1948 
100), which is only half a point 
below the peak of 112 touched on 











the eve of the credit squeeze in 
February, 1955. 

Advances fell by £33 millions in 
the two weeks, £6 millions of the 
decline reflecting repayments by 
nationalized industries. This is less 
than the usual reaction from the 
half-year-end inflation attributable 
to the included intra-bank clearings; 
in the same weeks last year the ad- 
vances total dropped by £88 mil- 
lions. Investments rose by {11.5 
millions, almost entirely on account 
of purchases by Lloyds Bank. 

The power behind the expansion 
of deposits in July was thus once 
again provided by increased pur- 


July 16, Change on 
1958 Month Year 
{mn {mn ,mn 
Deposits .. 6670.5 + 1.9 +169.3 
“Net” Dep* 6367.6 +42.6 151.1 
Liquid yA | 
Assets 2257.0 (33.8) 66.5 -— 48.0 
Cash 543.2 (8.1) - 6.6 3.3 
Call money 414.9 (6.2) -10.9 - 18.9 
Treas Bills 1199.8(18.0) + 88.2 32.3 
Other Bills 99.1 (1.5) - 4.2 - 64.7 
«a Risk bP p 
Assets 4189.4 (62.8) -21.5 199.6 
Investments 2192.9 (32.9) +11.5 -—195.0 
Advances .. 1996.5(29.9) -33.0 — 4.6 
State Bds 64.9 - 58 13.9 
All other 1931.6 -27.2 - 9.3 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


chases of Treasury bills, holdings of 
which rose by £88 millions to £1,200 
millions (though by {£24 millions 
less than in the corresponding weeks 
of 1957). Holdings of commercial 
bills declined by a further {4.2 mil- 
lions to £99 millions, their lowest 
for two years. Their decline from 
the peak reached in July, 1957, now 
amounts to {65 millions, which 
wholly accounts for the contraction 
in the banks’ aggregate liquid assets 
over this period. Other liquid assets 
rose by {17 millions, in spite of a 
decline in call money. Over the 


fortnight, total liquid assets rose by 
£67 millions, and since gross de- 
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posits were virtually unchanged, the 
combined liquidity ratio of the 
eleven banks rose by a full point, 
to 33.8 per cent. It was still, how- 
ever, below its level at the corre- 
sponding date in the two previous 
years. 


Upgrading the ECGD 


The Government has decided 
against transforming the Export 
Credits Guarantee Department into 
a statutory public corporation. Its 
decision, announced last month, fol- 
lows the recommendations of the 
committee headed by Sir Eric Speed 
which recently investigated the or- 
ganization of the Department. The 
committee concluded that ‘because 
of its use of public funds, its relation 
to the broader aspects of economic 
policy and its dependence on infor- 
mation from Government sources ” 
the ECGD should remain a depart- 
ment under the Board of Trade. 
It added, and the Government has 
agreed, that the expansion of the 
Department’s responsibilities justi- 
fied a higher status in the hierarchy 
of departments. 

No nation these days can offer 
comprehensive export credit insur- 
ance without Government financial 
backing. ‘The main argument for 
conducting such insurance through 
a public corporation or some other 
semi-independent body, however, is 
that this would remove as far as 
possible the temptation to use export 
credits to further diplomatic or 
political ends. The managers would 
be free from day-to-day interference 
and thus able to conduct their busi- 
ness by the criteria of sound credit 
insurance. ‘This argument may be 
more appealing in principle than in 
practice: ECGD has in fact enjoyed 
far more freedom than its “ inde- 
pendent’ counterparts in France 
and Germany. It is, none the less, 
unfortunate that the Government 
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has not thought fit to publish the 
reasoning behind the Speed Com- 
mittee’s conclusions. 

The Government has also imple- 
mented the committee’s recommen- 
dations on organization. The posts 
of Comptroller-General—which had 
the civil service status of under- 
secretary—and Deputy Controller- 
General are replaced by a Secretary 
and two under-secretaries. Mr L. J. 
Menzies has been seconded from the 
Bank of England for the post of 
Secretary and the under-secretary- 
ships will be filled by Mr A. E. 
Percival of the Board of Trade and 
Mr A. T. K. Grant of the Treasury. 


Freeing East-West Trade 


After six months of detailed dis- 
cussions the North Atlantic Treaty 
nations and Japan have severely 
pruned the list of embargoed exports 
to the Soviet bloc and China. The 
new list published last month by 
COCOM, the group’s Co-ordinating 
Committee, is a sensible compromise 
between conflicting interests of trade 
and security. The number of items 
still subject to embargo has been 
cut from 181 to 118. 

The freed exports include civil air- 
craft and aero-engines, most machine 





tools, electrical generating machin- 
ery, turbines, petroleum refinery 
equipment and petro-chemical plant, 
industrial diamonds, and many ve- 
hicles and ships. These changes 
remove most of the inconsistencies 
and irritations of the previous list. 
How far they will stimulate the ex- 
pansion of East-West trade, how- 
ever, is anybody’s guess. It is 
doubtful if the embargo list was ever 
the obstacle to trade that Communist 
countries and some Western manu- 
facturers claimed it to be. 


Turkey’s Devaluation 


The massive financial support 
that Western nations offered Tur- 
key last month puts the Turkish 
lira out of all immediate peril. A 
total of $359 millions is being made 
available — $234 millions by the 
United States Government, $25 
millions by the International Mone- 
tary Fund (virtually the whole of 
the undrawn portion of Turkey’s 
quota), and $100 millions by mem- 
bers of the Organization for Euro- 
pean Economic Co-operation. Ger- 
many is expected to put up $50 
millions, the United Kingdom the 
equivalent of $10 millions in ster- 
ling, and other member countries 
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$15 millions. The remaining $25 
millions will be made available as 
credit facilities in EPU. In addition, 
talks will be held on the postpone- 
ment of Turkish debt repayments. 

For its part Turkey has under- 
taken a substantial reform of its 
exchange. The official exchange rate 
remains at 2.80 Turkish liras to the 
US dollar, but the simplification of 
effective rates carried out amounts 
to a de facto devaluation. A uniform 
rate of 9 TL to the dollar has been 
fixed for all imports, invisible and 
capital transactions, and also for 
some exports. For Turkey’s staple 
exports, however, the lira is given a 
much higher valuation—at 4.90 or 
5.60 ‘TL to the dollar. 

This reform has been backed up 
by strong internal measures against 
the chronic inflation which underlies 
the weakness of the currency. 


The National Commercial 
of Scotland 


Details were announced last month 
of the proposed merger, first mooted 
last autumn, between the Commer- 
cial Bank of Scotland and the 
National Bank of Scotland. ‘The 
scheme is to be submitted to the 
shareholders, and legal proceedings 
will take some months to complete. 
The new bank, to be named the 
National Commercial of Scotland, 
will be the largest bank operating in 
Scotland—though surpassed by the 
Royal Bank of Scotland when ranked 
with its two English subsidiaries. 
The new bank will also have exten- 
sive interests in hire purchase; details 
are given in the article on page 561. 

The boards of the two Scottish 
banks are recommending that the 
5 million {1 units, 8s paid, of 
National Bank Consolidated Stock 
should be exchanged into new Com- 
mercial Bank ‘‘A”’ shares of {£1 each 
(10s paid), in the proportion of six 
for five. On this basis, the Com- 


556 





mercial Bank would issue 4,166,666 
new ‘‘ A”’ shares, in addition to the 
7 million now outstanding; but it is 
proposed, as a preliminary step, to 
cancel the uncalled liability of 10s 
on these shares. 

The proposed basis of the ex- 
change of the equity would give 
stockholders of the National Bank 
of Scotland a holding of 37.3 per 
cent in the National Commercial, 
and Lloyds Bank, which owns over 
98 per cent of the consolidated stock 
of the National Bank, a holding in 
the combined bank of around 36} 
per cent. This is a rather smaller 
proportion than had been expected 
from the comparative balance-sheet 
totals; but the book value of the 
existing hire-purchase subsidiary of 
the Commercial Bank is_ probably 
conservative. As is shown on page 
564, Lloyds is expected to have a 
majority holding in both the pro- 
posed hire-purchase subsidiaries; but 
the bank has stated that it does not 
intend to increase its holding in the 
shares of the National Commercial. 


Bankers at St. Andrews 


Bankers from almost fifty countries 
are now gathered at St Andrews to 
participate in the eleventh inter- 
national banking summer school. 
The first two schools, it may be 
recalled, were held in 1948 and 1949 
under the aegis of the English Insti- 
tute of Bankers at Oxford; since 
then the location has been extended 
overseas, returning to Britain every 
third year—and now coming for the 
first time to Scotland, under the 
organization of the Scottish Insti- 
tute. The theme of the school 1s 
‘The Future Organization of Bank- 
ing’’. The opening lecture is being 
given by Sir John Campbell, former 
general manager of the Clydesdale 
and North of Scotland Bank, and 
subsequent lectures cover problems 
of banking organisation overseas. 














BRENDAN 
BRACKEN 
















by Lord Monckton 


T is fitting that a tribute should be paid to Brendan Bracken 

in The Banker, since that, his first venture into financial 

journalism, became the foundation stone of the important 

group of financial publications that he brought together in 
1928, and with which he was intimately associated until his death. 
Through these papers and in other less direct ways he played 
a major part in lifting financial journalism in Britain to the high 
standards that characterize it to-day. By any measure he was 
a masterful figure in this sphere. 

So, too, in the City, and particularly as chairman of the Union 
Corporation, he was a vivid and vigorous personality. But of 
this side of his life others are better equipped to write than I. 
Indeed, proud as I am to write something about an old and 
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intimate friend, I can only cover a small corner of the field. 
Brendan was a many-sided person. I knew him best on the 
) fringe of politics, in the Ministry of Information and at home. 
In politics he was much more than a devoted disciple of Winston 
Churchill, though no leader ever had a more loyal or candid 
supporter in rough weather as in smooth. He wielded an 
influence, through his flair and wisdom, his courage and integrity, 
far wider and more pervasive than his career in politics would by 
itself suggest. 

At the Ministry of Information he succeeded Duff Cooper in 
1941. It has been easy to underestimate Duff Cooper in that 
post. He had many shining qualities, courage, integrity, 
scholarship, and a rare eloquence, but not the masterful energy 
of Brendan Bracken nor his intimate understanding of the 
Press. I was Director-General under Brendan (as I had been 
to Duff Cooper) in his early months, until I was succeeded in 
December, 1941, by Cyril Radcliffe. It was under Bracken and 
Radcliffe, between 1941 and 1945, that the Ministry came into 
its own. Lord Radcliffe, in the Financial Times of Friday, 
August 15, has paid a tribute to his Minister of those days 
just, penetrating, discriminating and affectionate—which would 
have warmed Brendan’s heart as it has warmed the hearts of 
many of his friends. 

The qualities which Bracken showed the world in the Press, 
the City and politics did not wholly mask but never fully dis- 
closed the wide range of his artistic and literary knowledge, and 
his firm grasp in particular of the history of the 18th century. 
His passion for education, and in particular for Sedbergh, was 
part of this side of him. 


or what shall we remember him best? His abounding 





vigour, exuberance, courage, curiosity ? An occasional reckless- 
ness of assertion, sometimes designed to court the opposition in 
| which he delighted, or his monopoly of conversation? (I well 
remember being asked with my wife to dine at Lord North 
Street in order to meet a distinguished South African. When 


we left soon after 11 o’clock my fellow-guest turned to me and 





said: ‘‘ What wonderful form Brendan was in, but you and | 
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must really have a word some time ’”’.) Some of us will remember 
the gallantry with which he faced the distressing, wearying, 
boring end of his journey. The tone of his last letter sum- 
moning me to see him within a few days of his death showed 
me that he understood he had not long to go; but when I saw 
him, he was as interested as ever in a multitude of things though 
he confessed he was tired. But I think he ought to be remem- 
bered most for his enormous and genuine interest in others, 

lame dogs and sound, his ungrudging help and guidance, his | 
genius for friendship with the chosen few. 

He earned a surprised and somewhat amused admiration for 
the care which he took and the success he achieved in advising 
about the appointment of Bishops. But his efforts and _ his 
successes were not confined to Bishops. He took equal pains 
in placing lesser men in less exalted positions, for he was a 
shrewd judge of a man’s capacities and of what a task required; 
and above all his interest in human beings was unlimited. 

A towering, stimulating, combative personality and a dear and 
affectionate friend has been snatched from us before his time. 
Outs desiderio...? 




















The Banks in Hire 


Purchase 


HE entry of English and Scottish banks into participation in the 

permanent finance of hire purchase, an event of far-reaching 

significance for the public, the banks, and the finance houses 

themselves, has been effected at breath-taking speed. Within 
one month, beginning with Barclays’ announcement in late July (recorded 
in our last issue), nine separate schemes were announced linking banks 
with the larger hire-purchase finance houses. ‘These schemes, detailed on 
later pages, mark the biggest and certainly the swiftest series of new acqui- 
sitions in modern British banking history. They involve every one of the 
Big Seven banks, three Scottish subsidiaries and two Scottish independent 
banks (one of which in turn brings in its two English clearing bank sub- 
sidiaries), and two of the leading merchant banks. And as we go to press, 
the Midland Bank announces a new scheme offering “ personal loans ’’, 
still on banking precepts but providing for repayments by fixed regular 
instalments. 

[n mid-July, the Commercial Bank of Scotland was the only bank in 
Great Britain to be associated with a hire-purchase company. Now the 
only one of the ten clearing banks doing business in England and Wales 
remaining without an affiliate is Coutts and Company, which has apparently 
declined to participate in the venture of its parent, the National Provincial. 
Lloyds Bank, partly in connection with the proposed merger of its Scottish 
subsidiary with the Commercial Bank of Scotland, plans to be associated 
with no less than four HP ventures. In Scotland, from where much of the 
pressure to enter this field has come, only one bank, the Bank of Scotland, 
now lacks an association. 


I—THE PLUNGE 


This remarkable concurrence, however it may have seemed to some 
observers, was in no way the result of action by the banks in concert. Its 
explanation is generally simple. The question of participation in HP 
finance had been exercising the minds of most bankers for some years; but 
action was blocked first by the official restraint on the level of bank advances, 
and secondly, by the bar set by the Capital Issues Committee against capital 


561 























issues for hire purchase. When both the restraint and the bar were lifted 
in early July, the bankers could at last give expression to their intentions; 
and naturally even the more cautious of them felt obliged to act quickly in 
the wake of their competitors. 

In lifting the barrier, the authorities appear to have given no special 
blessing from the banking standpoint to the principle of participation by 
the banks in hire purchase; but they have unquestionably been glad to 
see this strengthening of the hire-purchase structure (to the purpose of 
which they directed the selective relaxation in the scrutiny of the CIC). 
The great expansion in hire-purchase buying in Britain in recent years, 
itself attributable in some degree to the official curbs on bank lending, has 
persisted in the face of the official restrictions on the raising of capital by 
HP companies; and the main effect of those restrictions, in the event, has 
been to encourage the growth of a horde of mushroom firms (the Board 
of Trade recently counted 1,227), and to encourage all in the business to 
lean more heavily on “ uncontrolled ”’ sources of finance, and notably on 
deposits from the public. The structure of hire-purchase finance that has 
emerged has suffered accordingly. The system has been potentially un- 
stable; and the finance has been expensive. 

The entry of the banks into the field should, through the strengthening 
and in some cases the expansion of the capital structure of nine major com- 
panies, which together account for over three-fifths of the total business 
of all finance houses, do much to remedy these faults. Competition 
between the large and efficient units should drive out the dangerously 
small and inefficient firms; this would in any case tend to reduce the level 
of charges to the buyer, and the association with the banks should, for 
reasons noted below, permit a further reduction. ‘That association, more- 
over, will be of great help to the authorities in bringing hire purchase 
within the sphere of their traditional means of influence, formal and informal, 
on the extension of credit. The curb on hire purchase through the ban on 
capital issues has been a conspicuous failure; and the attempt to prepare a 
bill for statutory regulation of hire-purchase companies has so far proved 
abortive. Now the participation of the banks may make it unnecessary. 

On the wide grounds of the national interest, then, this participation 
deserves an immediate and unequivocal welcome. For the bankers, this 
major venture into a new field, and one that is of comparatively recent 
growth in the economy, raises far-reaching questions. Above all, how 
should the new interest be aligned with banking business ? 


II—THE NEW ASSOCIATIONS 


Before proceeding to an examination of these long-range issues, it may be 
useful to examine in brief the form that the associations have taken. ‘The 
details of the proposed schemes are tabulated on page 564, and summarized 
in the table opposite. 

In every case, it will be seen, the entry of the deposit banks into hire 
purchase has been or is to be effected through acquisition of shares in an 
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existing finance house. ‘These schemes divide themselves neatly into those 
providing for a partial and minority ownership, through subscriptions to 
new shares which thus add to the resources of the finance house concerned, 
and those schemes providing for 100 per cent ownership by the banks, 
through a take-over bid to the existing shareholders of the finance houses. 
The quick picture is that of the twelve members of the Finance Houses 
Association (listed on page 599), four are now to be wholly owned sub- 
sidiaries of English and Scottish banks, and five are to have banks as large 
minority shareholders. Details of the new finance house structure are 
given below and on page 599. 

The minority interests have been taken by five of the Big Seven banks 
and by the “‘ three banks ”’ group, comprising the Royal Bank of Scotland and 
its wholly owned (clearing bank) subsidiaries, Williams Deacon’s and Glyn 


BANK PARTICIPATION IN FINANCE HOUSES: SUMMARY* 


FINANCE HOUSE BANKING STAKE 
Bank % of 
Current Invest- Equity 
Assetst ment] Acquired 
{mn {mn 
United Dominions Trust . . .. 91.0 Barclays za .. 4.0 25 
Bowmaker .. ee 7 “a 19.1 Lloyds. . r -- 0 25 
Astley Industrial Trust .. o 3.5 District + hae 334 
Mercantile Credit .. = .. 20.4 ——— 20°, , } «4386 40 
estminster 20°, 
British Wagon -d ee << ae Royal/Scotland . Ban 40 


Williams Deacon’s 


Glyn Mills 


North Central Wagon - via 22.1 National Provincial 9.3 100 

Forward Trust + 7 7 6.8 Midland = a 2.73 100 

Scottish Midland Guarantee Trust n.a. Commercial/Scotland 2.87 100 
(13.38) 

Olds Discount - - - 17.0 Commercial/Scotland 732 

9.5 4 

Lloyds eis “4 768 


* Finance houses listed in ascending order of size of proposed bank stake in the equity. 
+ Consolidated balance sheets, including subsidiaries, at latest date. 
t Figures in bold denote provision of new capital for finance houses. § Net hirers’ balances. 


Mills. This participation, involving £2.4 millions, is to give an interest 
of 40 per cent in British Wagon; a similar percentage interest in Mer- 
cantile Credit company is to be taken jointly by the Westminster and 
Martins, which are each to subscribe just under {2 millions. Both these 
deals await the sanction of the shareholders fo the finance companies of the 
increase in capital. In two other minority participations, both of 25 per 
cent, no reference to shareholders is legally required, and none is to be 
made. Barclays’ investment of £4 millions in United Dominions Trust 1s 
already reflected in the bank’s August make-up; and Lloyds is expected to 
proceed immediately with its investment of nearly £3 millions in Bow- 
maker. In this transaction, and in the investment by the District of £1.14 
millions giving a one-third stake in Astley Industrial Trust, the shares are 
being acquired at a price only just below that previously ruling in the 
market; in the three other deals of this kind, as may be seen from the big 
tabulation, the banks get a substantial discount. 

Both Barclays and Lloyds have made known that they regard their 25 per 
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BANK AND FINANCE 
HOUSE 
Barclays (with British 
Linen)—United Domi- 

mons Trust. 


Lloyds— Bowmaker 





Lloyds—Scottish Midland 


Guarantee Trust. 


Lloyds—Olds Discount 


Lloyds—ZIJndustrial Banking 
Corp(see last item below). 


Midland (with Clydesdale 
and North of Scotland) 
—Forward Trust. 


National Provincial— 
North Central Wagon. 


Westminster, jointly with 
Martins— Mercantile 
Credit. 


District — Astley Indus- 


trial Trust. 


** Three Banks ”—British 
Wagon. 


National Commercial Bank 
of Scotland (projected). 


THE BANK-HP SCHEMES 


PROPOSED LINK 


Subscription of £4 mn in new shares, 
at {4a share (previous market price 
around £5). UDT making free 
issue of preference shares in pro- 
portion of one to four ordinary 
shares held, including new Barclays 
shares. 


Subscription of £2.95 mn in new 
shares, at 29s 6d (market price 
31s 6d). 

Interest of 364 per cent to be obtained 
in National Commercial of Scot- 
land (see page 556); also, direct 
interest (50 per cent?), to flank that 
of National Commercial, to be 
taken in SMGT (now owned 100 
per cent by Commercial), and Olds. 

Offer, involving £9.45 mn, for whole 
ordinary capital, at 35s 6d a share 
(market price 31s 6d) now being 
made by SMGT, and by Lloyds 
and National/Scotland directly. 

Interest equal to one-half of interest 
in Olds. 


Offer, involving £2.73 mn, for whole 
of ordinary capital at 70s a share 
(market price 62s 9d), and for whole 
of preference capital. 


Offer, involving £9.5 mn, for whole 
of ordinary capital, at 90s a share 
(market price 82s 6d). 


Subscription of £3.96 mn (£1.98 mn 
by each bank) in new shares of 5s, 
at 16s per share (market price 20s) ; 
Mercantile is proposing a bonus 
issue of one in twenty to existing 
shareholders. Banks’ new shares 
to be paid lup over two years. 


Subscription of £1.14 mn. in new 
shares, at 37s 6d (market price 
same). 


Subscription of £2.4 mn in new 
shares, at 92s 6d a share (market 
price 106s). 


(1) Scottish Midland Guarantee Trust. 
(2) Olds Discount. ; od oa 
(3) Industrial Banking Corp 





BANK SHARE OF 
EQUITY 


25 per cent. 
Barclays to appoint 

one director, but to : 
play no part in con- 
duct of the business. 


25 per cent. 
(Policy as for Bar- 
clays.) 


? 68 per cent. 


? 68 per cent. 


? 34 per cent. 
100 per cent. 
100 per cent. 


“One or 
NP directors. 


’ 


two’ 


40 per cent jointly. 
Westminster and 
Martins each to ap- 
point one director. 


334 per cent. 


40 per cent. 





Mahon and 


Guinness 


Samuel Montagu—Olds 
Discount. 





Industrial Banking Corp, formerly 


subsidiary of Guinness Mahon, 
capital £200,000, now, through 
cash sale, owned 50% by Olds 


Discount, 25 % by\Samuel Montagu 
and 25° by Guinness Mahon, and 
to engage in HP finance. 
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Four’ directors ap- 
pointed in propor- 
tion to sharehold- 
ings; management 
and administration to 
be by Olds. 

















cent participations primarily as investments; they each will appoint a repre- 
sentative to the board of the finance house, but will not share in the conduct 
of the hire-purchase business. Lloyds Bank seems likely to take the same 
attitude to its interests in the companies to be acquired in conjunction with 
the proposed National Commercial Bank of Scotland (see the tabulation). 
Inevitably, it would be thought, the wholly owned subsidiary involves a 
closer relationship between bank and finance house than the minority 
interest. But for four years the Commercial Bank of Scotland has kept a 
firm division between its own operations and the affairs of its existing hire 
purchase subsidiary; and this association has proved highly profitable. ‘The 
same principle seems likely to be adopted by the National Provincial, which is 
offering £94 millions for the shares of North Central Wagon (in which a 
majority shareholder has hitherto been the Prudential Assurance company), 
and by the Midland, offering {2.7 millions for Forward Trust. It seems 
that both these banks are to retain the existing boards, with the addition 
of their own representatives, and the existing managements. Indeed, 
it is difficult to see how, for the present, a bank could do otherwise. ‘The 
one new hire-purchase company being established with banking funds is 
the merchant banking venture, and this is being undertaken in association 
with a large existing finance house, Olds Discount—now to be wholly 
owned by the amalgamated Scottish deposit bank and Lloyds. Olds is 
providing the management of the new business, besides subscribing half 
the capital. ‘The venture marks a significant new move by the merchant 
banks, even though a number of them have long held equity interests in 


finance houses. 


NI—THE IMMEDIATE IMPACT 


The deposit banks, by contrast, are embarking on a major departure 
from traditional principles—and none of them has yet stated clearly why it 
is doing so. In varying degree all of them emphasize that they are investing 
in HP finance rather than entering it—a business so different from banking, 
it is suggested, that it ought to be kept at arm’s length. ‘This argument 
comes most pointedly from Barclays, which for this very reason has taken 
care to acquire only a minority interest; but even here it is not a fully 
satisfying explanation, for the banks have never made “ portfolio ”’ invest- 
ments in equities. ‘The underlying explanation must surely be that hire- 
purchase finance is not only profitable but represents one of the most 
notably expanding financial sectors in the economy, with possibilities that 
contrast with the staid future that seems to lie ahead for deposit banking 
of the traditional sort. Whatever their exact motivation, the new asso- 
ciations should not only augment bank earnings but should improve and 
smooth the banks’ existing facilities to the finance houses and strengthen 
the whole structure of hire-purchase finance. Specifically, they may exert 
three distinct lines of influence, here to be examined in turn—upon the 
mechanics of collection of HP instalments, upon the overdraft facilities 
granted to the finance houses, and upon the houses’ borrowings of deposits 
from the public. 
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The question of collections has for some time been a vexed issue between 

the banks and the finance houses. The banks have found the service a 
burdensome one, since it tends to increase congestion at the branches at 
peak times. Some time ago the English banks accordingly imposed a 
uniform levy of 1s on each lodgment, charged on the account of the 
recipient finance house. As a result, the finance houses have done their 
best to discourage customers from making their payments in cash through 
the banks, and have searched for an alternative means of economical col- 
lection and clearing. It remains to be seen whether the banks will now 
seek to encourage instalment payers back into their branches. But some 
banks have already intimated that they will not give specially favourable 
treatment to the finance house with which they are associated. 

A similar question of selective treatment now arises over bank advances 
to finance houses. It has been intimated by deposit banks, and also by 
the two merchant banks, that their new links will not disturb the facilities 
granted to other finance houses that have been their customers. None 
the less, it would be surprising if the direct association did not eventually 
place the subsidiary finance house in a favourable position, especially perhaps 
at any time that the banks felt bound, from banking considerations or at 
the behest of the authorities, to curb advances for hire purchase in total. 
(According to the present guidance given to the Capital Issues Committee, 
which the banks are supposed to follow, bank advances may be given freely 
‘in the ordinary course of business ’’, and otherwise where they strengthen 
the stability of the hire-purchase system; in the new circumstances, these 
precepts surely defy interpretation.) 

As banking security, the hire-purchase paper of a strong and well-run 
finance house probably meets the traditional requirements of self-liquidation 
more satisfactorily than does the security of many of the banks’ industrial 
customers. On banking grounds, therefore, the banks might in future be 
disposed to increase their advances to hire-purchase afhliates—and they 
might feel able to allow some easing of their present rates on such advances, 
which many finance houses have claimed to be high in relation to rates 
charged to other borrowers. Mr Tuke, however, has suggested that the 
provision to a finance house of permanent capital by a bank may permit it 
to lean less, or at all events less continuously, on the banks for its floating 
capital, and to a greater extent on deposits from the public. 

This reasoning seems a little surprising. ‘The banks have for some 
time been embarrassed individually by the attraction of deposits to finance 
houses in response to the high rates offered (though no deposits can be 
lost to the banks as a whole in this way). While the banks pay 2 per cent 
below Bank rate for deposits, at seven days’ notice, most of the larger finance 
houses have until recently paid 1 per cent above Bank rate for deposits 
at three months’ notice and 1} per cent above at six months’. The com- 
petition and advertisement for deposits, especially by the smaller houses 
which have been over-hasty in following the habits of established houses, 
and often pay quite extravagant rates, have been generally deplored. Ad- 
mittedly, the cachet given to a finance house by the link with a great banking 
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name is likely to give a stimulus to deposits—the first effects have already 
been apparent—encouraging some reduction in the high rates; but this 
development would not be acceptable to the banks if the link became so 
firmly embedded in the public mind as to add to the investment attraction 
of the finance houses, even after some reduction in the differential between 
the deposit allowances. On the other hand, deposits from the public have 
hitherto been much more expensive for the finance houses than bank 
advances; and if both rates were to come down somewhat, the finance 
houses might still by choice lean to a greater extent on the banks. 

Thus future trends in the working finance of hire purchase could go either 
way. In the immediate future, the outlook is more predictable. The sub- 
scriptions to new shares by banks in five finance houses will provide a 
total increase in capital of nearly £15 millions—or over two-fifths of the 
previous capital and reserves of the twelve members of the Finance Houses 
Association. This substantial injection will not only provide a welcome 
stiffening of the structure of HP finance, but should encourage an equally 
welcome increase in competition for business. These two influences 
together should certainly allow some reduction in hire-purchase charges. 


IV—HOW CLOSE A LINK? 


These benefits to the economy, and the addition to the earning power of 
the banks, seem the most likely results of the new ventures in the medium 
term. The long-range effect, for the economy and for the banks, defies 
any close assessment at this stage. Plainly, however, it could be very 
wide. The central long-range question is how close the working association 
between the banks and their hire-purchase subsidiaries will become, and 
how far this will affect the pattern of the banks’ traditional business. For 
the present, the closest of the possible forms of bank participation, the 
transaction of hire-purchase business by a department of the bank, has 
been definitely rejected. ‘There are important practical reasons why this 
should be so. First, the exemptions enjoyed from certain provisions of 
the Companies Act, which enable the banks to under-state the value of 
their assets and maintain hidden reserves, would almost certainly not be 
extended to cover hire-purchase or any other business of a non-banking 
nature; and the banks, grateful for the privileges that they have been 
allowed, could not expect to see a widening of those privileges to cover an 
amalgamated balance sheet. Secondly, except possibly in certain places in 
Scotland, there is no scope for the more economical use of bank premises 
by an integrated concern; the problem at the bank branches is congestion 
rather than surplus space. Thirdly, the banks could not suddenly produce 
the staff required for hire-purchase business, which demands a training and 
a skill quite different from that of the bank manager. 

These were the main immediate reasons that induced the banks to make 
their début in the new sphere through existing companies. But behind 
these practical considerations there lie equally important considerations of 
principle. Fundamentally, it is recognized by the great majority of bankers 
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that banking and HP lending are two different operations. It has been 
rightly pointed out that the banker is concerned in the first instance with 
character while the finance house looks first to security; but the distinction 
goes much deeper. ‘To the banker, “ credit ’’ is not a commodity that is 
“sold” in a once-for-all transaction, as it is by a finance house providing 
credit along with the goods. Bank lending is undertaken as part and 
parcel of the general banking service. ‘The banker-customer relationship 
does not begin and end with the granting of a loan or overdraft but evolves 
from the general conduct of an account, whether in debit or in credit. As 
the Midland has been quick to show, the banks can fill the needs of some 
existing hire purchase borrowers by providing facilities fitted to the banking 
form. The fundamental distinction between bank lending and HP lending, 
between lending on character and lending on chattels, remains. But there 
is a limit to the extent of worthwhile moves in this direction. Small accounts 
are notoriously costly to administer, and if the banks were to press them 
unduly for purposes of small lending they might be forced to levy a total 
charge greater than that asked by their hire purchase subsidiaries. 

This whole issue, it is not sufficiently realized, has hitherto been seriously 
blurred and exaggerated from two sides—the official restrictions on the 
banks’ freedom of lending, and the ofhcial restrictions on hire purchase 
finance. Now that these distortions have been swept aside, the banks 
will presumably be able to lend to many customers, whether personal 
borrowers or business firms, who have been driven to hire purchase not 
by their ineligibility at the banks under traditional precepts but by the 
artificial restriction on total bank advances; and the finance houses, for 
reasons given above, should be able to reduce their charges. Bank lending 
is still likely to remain very considerably the cheaper, but the differential 
in charge should ultimately reflect no more than the inherent differences in 
the cost of providing different forms of credit. When lending has settled 
down to this pattern, there will be no intrinsic reason to believe that the 
banks could necessarily give a more efficient and a cheaper service to 
remaining customers of hire purchase companies. A bank and its associated 
hire purchase organization may then be expected to feed each other with 
the business considered most appropriate to each. 

Against the background of these general principles, however, the banks 
might yet move in either direction in the scope of their own lending policies. 
They could still argue, presumably, that their interest in a hire purchase 
company made any extension of bank lending to embrace more small 
customers both anomalous and wasteful; this argument might appeal 
to some banks with large wholly owned subsidiaries. On the other hand, 
the banker with a relatively small interest in hire purchase is more likely 
to see the growing competition from finance houses as a threat to be 
met by a broadening of his own lending policy, on suitable lines. The 
variations of the possibilities stemming from the hire-purchase venture 
are multiform, and after last month’s dramatic plunge the bankers will 
be spending long months and years pondering them. 
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The Suspect Dollar 


STRIKING aspect of the decline in interest rates in Britain is 
that for three months past it has been taking place in face of a 
rise in rates in the United States. On the same day that the 
Bank of England reduced Bank rate from 5 to 44 per cent, the 
Reserve Bank of San Francisco, in the first reversal of the easier money 
policy pursued by the Federal Reserve Board during the recession, raised 
its discount rate from 1? to 2 per cent. ‘The extraordinary differentials that 
separated New York and London rates in the spring have now been sub- 
stantially reduced, and if the American trend persists, as well it may, it 
may soon exert a more evident braking effect upon the opposite tendency 
in London. ‘The contrary movement of rates is, however, in itself a reflec- 
tion of more fundamental contrasts. ‘The most obvious of these is that 
Britain’s economy is gently sagging, in its delayed response to America’s 
recession, while America’s business has begun to creep from the bottom of 
the trough. But that is far from being the whole story. At least equally 
important, as a determinant of rate movements and of monetary policy, has 
been the contrast that has presented itself in the sphere of financial con- 
fidence. In this sphere London and New York have changed places in 
these past twelve months. Now it is the United States that is losing gold, 
and the dollar that is under pressure in the exchange markets. As confi- 
dence has returned to sterling, so has the dollar become increasingly suspect. 

There are, of course, major differences between the underlying con- 
dition of the dollar now and of sterling twelve months ago; but those 
differences have not safeguarded the dollar against speculative attacks 
mounted on grounds that strikingly resemble those from which sterling 
suffered so grievously in the summer of 1957. In both cases the decisive 
factor has been the wavering of confidence internally. ‘The run on sterling 
at a time when the current account was in strong surplus stemmed from 
the belief that Britain could not, and would not, stop the long-continued 
erosion of the purchasing power of its currency; and this belief was fostered 
among overseas holders of sterling by the break in confidence at home. 
The British public, it was said, had become conscious as never before of 
the facts and dangers of inflation, and its pessimistic conclusion was mir- 
rored all too clearly in the demoralization of the gilt-edged market. Now, 
twelve months later, we have highly respected New York commentators 
questioning whether the American public has ever been as deeply concerned 
as now about the future of the purchasing power of the dollar; and a pessi- 
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mistic conclusion has lately been mirrored likewise in a demoralizing crack 
in the American bond market. 

This fear, which has naturally been at its strongest among traditional 
s pporters of the “‘ sound dollar ”’ school, explains much that may otherwise 
appear puzzling and paradoxical in recent financial trends and policy in the 
United States. Especially do:s it explain why equities on Wall Street 
w re recovering fast while business was still receding—and also why bonds 
st rted to crack at almost the first sign that the contractionary influences 
had spent their force. 

Now there is a heartening accumulation of evidence to suggest that the 
recession has “‘ bottomed out’’. The Federal Reserve Board’s seasonally 
corrected index of industrial production, which dropped from a peak of 147 
at the end of 1956 to a low point of 126 in April last, had reached 133 by 
July. First estimates indicate that gross national product also turned 
upwards in the second quarter of the year, reaching a seasonally-adjusted 
annual rate of $428 billions, $2.2 billions above the level in the first quarter 
though still 4 per cent below the peak level of the third quarter of 1957. 
Personal incomes, which at the depth of the recession were no more than 
14 per cent below their previous peak, rose in July toa new record. Further 
indications of the upturn in business include a spurt of 15 per cent in 
housing starts since the beginning of the year and a decline in unemploy- 
ment from 7.5 per cent of the labour force in April to 7.3 per cent in July. 


Broad Based Recovery 


The recovery is by no means vigorous, but the broad diffusion of the 
movement suggests that it is well based and promises to continue. This 
certainly appears to be the belief underlying the recent behaviour of Wall 
Street where the Dow-Jones index of industrial stocks, which last February 
touched 436.9, reached 512.4 on August 11. Prices fell back later in the 
month but the index remains within striking distance of the peak of 520.8 
of July, 1957. ‘This rise in industrial stocks is widely regarded as extremely 
vulnerable, particularly as reported corporation earnings have fallen in 
recent months and are likely to fall further in response to the lower level 
of industrial production in the early part of this year. On the average 
industrial stocks on Wall Street are now selling at about twenty times 
annual earnings, which by all standards of measurement should ring a 
warning bell. ‘The Federal Reserve Board’s decision on August 4 to increase 
stock margin requirements from 50 to 70 per cent showed that it was 
becoming concerned about the big speculative position being built up. 
Nearly all the sophisticates are bears of Wall Street, and the short position in 
that market is very large indeed—a fact which may explain part of the 
recent technical strength of the market. 

Behind this bullishness lies the belief that a drift into a new period of 
expansion tinged with inflation is inevitable. That belief ts based in part 
on the recent paradox of rising retail prices amid industrial recession, a paradox 
that has been emphasized by the decision of the steel producers to increase 
their prices substantially at a time when the industry was operating at little 
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more than half capacity. It has been further reinforced by the admission 
that the Administration faces a budget deficit of between $10 and $12 
billions for the financial year 1958-59, and the recent action of Congress 
in raising the limit of the national debt from $280 billions to $288 billions. 

This growing belief in a further period of expansion and inflation, bringing 
with it the prospect of an appreciable rise in interest rates, lies behind the 
recent serious disturbance in the United States bond market. ‘To appre- 
ciate the full significance of developments in that market over the past 
three months, it is necessary to understand the very peculiar shape and 
composition of the US marketable national debt. On June 30 last this 
quoted debt amounted to $140.5 billions, of which only $30.3 billions had 
a life of ten years or over. ‘The maturities falling due within five years 
amounted to no less than 64 per cent of this debt, and a further 144 per 
cent matures between five and ten years ahead. 


The * Fed ’’ Returns to Bonds 


If America’s national debt is essentially a short-term debt, this is certainly 
not for want of a desire to fund on the part of the authorities. ‘There have 
been many attempts to “go longer’. When Mr George Humphrey 
became Secretary to the US Treasury in 1953 he did so with the firm 
intention of lengthening the life of the marketable national debt of the 
country, but when he departed from the Treasury a little more than a year 
ago he had to admit, ruefully, that he had left the debt with a shorter average 
life than he had found it. The liquidity preference of American investors 
has defeated all attempts at funding. Since the policy of pegging bond 
prices was abandoned in 1951 the Federal Reserve authorities have not 
tried to dictate the course of bond markets. Between 1951 and 1953, it 
is true, they showed some readiness to keep down the medium-term rate 
of interest by open market purchases of bonds in an attempt to facilitate 
funding, but the inflationary dangers of such policies were soon once again 
apparent. The clash of views between the Treasury, grappling with an 
incessant and massive tide of debt maturities, and the Federal Reserve 
Board, which was more concerned with keeping the expansion of credit 
under control, was renewed. In the end the Fed won the day and the 
System was absolved from responsibility for supporting the bond market. 
It announced in 1953 that henceforth its open market operations would be 
in bills only. The slump in bond prices this July, however, brought the 
Fed back into the bond market, in an attempt to cure the “ disorderly 
market ’’—a purpose recognized in 1953 as justifying departure from the 
“ bills only ”’ policy. 

The seeds of the recent weakness in the bond market were sown in the 
autumn of last year when the Treasury started on one of its campaigns to 
lengthen the maturity of the national debt and began to arouse the interest 
of speculators. In October and November it offered some 3% per cent 
notes maturing in 1962 and 3{ per cent bonds of 1974 which, coming on the 
heels of a } per cent reduction in the rediscount rate, were avidly taken up. 
Then in February, greatly daring, the Treasury offered some 1990 maturities 
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at 34 per cent. It was at this point that the bond speculator appeared in 
real earnest. Even the banks were reported to have bought the long 3$s 
‘“‘ because they are cheap and we will sell them later”’. The funding con- 
tinued in February with a cash offer of 3 per cent bonds maturing 1966 
that once again were in large measure taken up by impermanent holders 
who, with the increasingly bad news from industry, were getting out of the 
equity market. And so the funding went on through April when some 
23 per cent notes 1963 were offered for cash on the crest of the continuing 
bond boom. In May the boom began to break. The Treasury, however, 
misinterpreted the signs and continued to force the market in spite of the 
fact that the hopes of still lower interest rates, which had enabled it to sell 
no less than $12,300 millions of so-called ‘ long-term ”’ securities in about 
six months, had largely evaporated. None the less, in June the Treasury 
offered a 23 per cent bond maturing in 1965 and a 3} per cent bond maturing 
in 1985, and was able to sell $7.4 billions of the 22 per cent bonds and about 
$1 billion of the 34 per cents. In this one month’s refinancing, it raised 
to about $21 billions its total sales of relatively long-term securities effected 
in a period of little more than six months. 

The extent to which speculative short-term holders had been attracted 
by these issues was indicated by the steep rise in total “ security ’’ loans of 
the weekly reporting member banks. On June 18 these stood at $5.1 billions, 
which was nearly $2 billions up on the year and the highest figure since 
1946. Moreover, this reflected only part of the credit that was under- 
pinning an essentially speculative position in the bond market. Facilities 
were also provided by unreported, and weakly secured, loans arranged 
outside the banks. As the First National City Bank says in its latest 
monthly letter, the situation (in the bond market) was reminiscent of the 
problem of “ brokers’ loans for account of others”’ in the heyday of the 
1929 stock market boom. Bond prices began to sag in May. ‘The move- 
ment at the time was scarcely perceptible, but some of the more sharp- 
sighted operators evidently began to get out. ‘The real decline, however, 
began after the June refunding; and between May 28 and June 25 bor- 
rowing against US Government securities by stock exchange firms, both 
for their own and customers’ accoynts, rose from $415 millions to $957 
millions, the highest level in the fifteen years during which these figures 
have been kept. ‘The market had obviously become highly vulnerable, and 
in the latter part of June the US Treasury, which was then well supplied 
with cash as a result of June tax collections, decided to buy back substantial 
quantities of the 23 per cent bonds which it had issued on June 15. On 
July 9 the Treasury announced thar it had bought back $590 millions of 
these bonds. 

This, however, proved to be merely an invitation to the speculative 
holders to get out and cut their losses, if any, without waiting for the six 
months’ qualifying period for “‘ long-term” capital gains, which attract a 
lower tax rate. As usual in such circumstances official support proved an 
encouragement to the avalanche of selling—which in July was further 
stimulated by the evident recovery in business activity and also by the 
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sudden crisis in the Middle East. In the ensuing wave of selling the 
Treasury 34 per cents 1990, which were issued in February at par and had 
since touched 107, dropped to 99. Short-term bonds fell proportionately. 
Something near panic seemed to strike the market on Friday, July 18, and 
it was on that day that the Federal Reserve Board announced that “ in 
view of conditions in the US Government securities market, the Federal 
Open Market Committee has instructed the manager of the Open Market 
account to purchase Government securities in addition to short-term bills ”’. 
The Federal Reserve authorities, in accordance with this decision, bought 
more than $1,000 millions of bonds. The July refinancing showed that of 
$9.3 billions of maturities held by the general public no less than $2.8 
billions were unconverted, the holders demanding cash. The resulting 
flooding of the banks’ cash base has been mopped up by sales of bills by 
the Federal Reserve, and by a successful Treasury offering of $3.5 billions 
of tax certificates. ‘The Federal Reserve Board has declared that its entry 
into the bond market should be regarded as an emergency stopgap opera- 
tion and not as a reversal of the policy enunciated in 1953. 


Debt Problems Unanswered 


The episode has left behind it an extremely untidy situation and grave 
doubts about the future national debt and credit policy of the United States. 
The dangers of an essentially short-term Government debt have been 
glaringly revealed and have derived a particularly menacing aspect from the 
fact that in the coming twelve months the US Treasury will not only have 
to meet the usual massive flow of maturities but must cover a budget deficit 
of possibly $12 billions. In the face of improving business news and the 
prospect of increased demand for private credit, this will put a consider- 
able strain on the interest structure. ‘That strain has already spread from 
the longer end of the bond market to the money market. The Treasury 
bill rate, which touched a low point of 0.63 per cent at end-May, has risen 
to near 2 per cent; and Federal Reserve rediscount rates have begun to 
move from their low level of 1? per cent to 2 per cent. 

The question of the future shape of the US national debt remains unan- 
swered. It may well be that a totally different concept of the normal 
relation between short-term and long-term rates will have to emerge in the 
United States if a measure of reasonable funding is ever to be carried 
through. If the United States Government was willing to pay a price for 
funding as high as that recently paid by the Canadian Government, which 
offered holders of $6.4 billions of Victory bonds maturing between 1959 
and 1966 conversion into longer-dated stocks on terms pitched temptingly 
below the market, it might be able to succeed where its previous attempts 
have so dismally failed. High yields might wean the American institutional 
investor from his deep-seated prejudice against holding really long-term 
Government bonds. But the present inflationary rumblings in the American 
economy are not propitious to such conversions and funding is bound to be 
a painful process until the dollar is above suspicion. 
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As I See lt... 


By SIR OSCAR HOBSON 
































Recollections of Brendan Bracken 


REFERENCE to Viscount Bracken, whose untimely death we 
all deplore, is appropriate here because my first meeting with him 
arose from his idea of founding a new banking magazine, which 
finally took shape in the launching of The Banker in January, 

1926. This was at Eyre and Spottiswoode’s offices in New Square, I think 
in 1923. B.B. had become a director of this venerable firm of publishers 
on his twenty-first birthday, after the firm’s articles of association had 
been amended so as to permit him to do so without acquiring the quali- 
fication shares. How this remarkable event came about I still do not 
know. At all events, when I arrived in response to his telephoned invitation 
to lunch, there was this boy of 22 with his mop of red hair, sitting at the 
head of the table flanked by two or three elderly co-directors and another 
guest or two besides myself, addressing us each in turn as ‘“‘ my dear ”’ 
and relating with great gusto the latest “‘ inside stories” from the political 
world. ' 

Those were the days before B.B. mellowed, as he did later when success 
came to him. He was then “on the make’’, employing all his talents, his 
charm, his brilliance, his persistence, his ingenuity in seeking the acquaint- 
ance of the notabilities of the political and newspaper worlds. In the early 
days of The Banker he secured for himself as its editor, an invitation to 
the bicentenary dinner of the Royal Bank of Scotland, turning the occasion 
to profitable use by introducing himself on the journey to Edinburgh to a 
not very on-coming Montagu Norman, who was attending the celebration 
of the Bank of England’s oldest banking customer. 

Another instance of his thrustful energy in those early days when he was 
working to get The Banker launched. Bracken wished to interest C. J. Mill, 
City editor of The Times, in the project. Mill ignored all his invitations. 
At last he got Mill on the telephone and said, ‘‘ Mill, I have Harcourt 
Kitchin coming to lunch. I hope you will join us”. Mill very much 
wanted to meet Kitchin, an old colleague on The Times who had left to 
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become editor of the Glasgow Herald and was then editor of the Board of 
Trade Journal. He accepted, and sure enough when the day came he was 
placed next to Harcourt Kitchin, only to discover in the course of con- 
versation that Kitchin had accepted Bracken’s invitation on the firm 
assurance that Mill had already accepted! 

Later on, in 1929-34, I served five difficult slump years as editor of the 
Financial News under Bracken. That is another story, but I add my 
tribute to the memory of one of the most remarkable men of our time. 
A man of brilliant intelligence and scintillating and often pungent wit, 
seething with ideas (often good, sometimes wildly impossible), a man with 
a high capacity for action, mercurial and difficult to handle if things went 
badly. A man capable of great generosity. A man with a gift for friend- 
ship, a man with whom one could quarrel, but never for long. Above all, 
and despite superficial appearances, a man of high standards and high ideals. 


The Banks’ Historic Venture 


This mass invasion of the hire-purchase finance field by banks is, without 
doubt, the most important development in English banking for a generation 
or more. Certainly one has seen it coming for quite a while. The banks 
have been increasingly restive at having to make advances at ordinary 
banking rates to finance houses, which promptly proceeded to invest the 
money in HP credits yielding double the return. ‘They cannot be expected 
to have been overjoyed at the spectacle of the hire-purchase houses dodging 
the credit squeeze by replacing advances, called in by themselves, by 
deposits from the public of money in many cases withdrawn from the banks 
—though to be sure this circulatory process could in the circumstances do 
the banks no harm. 

What has been surprising is the almost conspiratorial haste with which 
practically all the clearing banks, plus a number of merchant banks, have 
all rushed in at once. It was as though the latent competitiveness of the 
banks and the Big Five in particular, frustrated by credit squeeze “* requests ”’ 
and rate conventions, could contain itself no longer but just burst its bounds 
when this opportunity presented itself. 

Well, I am quite glad to see it. It gives the banks a new interest in life 
—which is something they can well do with. And seeing that consumer 
credit is with us permanently, whatever the moralists may say, it seems 
quite appropriate that the banks, the main dispensers of short-term pro- 
ducer credit, should enter this extension of their field and see that it is 
well cultivated. 

The banks have taken somewhat divergent views of their relations with 
hire-purchase finance. There is general agreement that banking and HP 
finance are very different businesses which need quite different executive 
types to run them. With this distinction in mind some banks have avoided 
the responsibility of acquiring control of an HP house. ‘They have con- 
tented themselves with a large minority interest and representation on the 
board. Barclays’ link with United Dominions Trust, Martins’ and the 
Westminster’s with Mercantile Credit and that of the District with Astley 
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Industrial Trust are of this nature. On the other hand, Lloyds Bank, 
when the amalgamation of the Commercial and National Banks of Scotland 
is completed, will have a majority interest in Scottish Midland Guarantee 
Trust and Olds Discount, while the National Provincial will have full 
control of North Central Wagon and Finance, and the Midland Bank of 
the Forward Trust, if the provisional agreements entered into are ratified. 

I doubt whether this difference of treatment is really fundamental. 
Judging by the instances mentioned, the banks which are acquiring control 
are making a considerably more expensive investment than the banks which 
are content with a large minority stake in their chosen HP house. On the 
other hand, I don’t see how these latter banks can disinterest themselves 
in the policy decisions of their HP houses. No bank with any sense will 
interfere with the daily conduct of business of an HP house. But when a 
bank not only has a large holding in a finance house but is known by the 
whole world to have that holding, it will just not be able to disclaim responsi- 
bility for its management on the plea that it holds less than 51 per cent of 
its share capital. 

Trimming HP Charges 

Now we have to wait and see what the banks will do with their new toys. 
If they are to make them into really remunerative investments, they must 
surely stimulate them to thrust out more widely over the hire-purchase 
field. ‘There are at present around a thousand financial concerns doing 
HP business. It is clearly far too many. A consolidation movement is 
beyond doubt overdue. ‘The natural thing would be for the powerful 
houses, now associated or likely’ to become associated with banks, to spread 
their tentacles and claw in more and more of the smaller houses. To do this 
they must exploit the forces of competition. It is difficult not to believe 
that the present level of hire-purchase charges levied on the public is too 
high. The fact that there are so many separate concerns in the field 
might suggest the contrary. Yet all one hears indicates that the great 
majority of them are enjoying a high level of profitability. The reason 
probably lies in still expanding demand for HP facilities among the public. 
Defaults on contracts appear to be. consistently insignificant and the scale 
of charges seems to allow a very ample margin of profit after service costs 
and true interest on the money advanced have been provided for. It would 
seem, therefore, that competition has hitherto not been as effective in this 
field as the mere number of firms engaged would suggest. It should be 
the task of the banks to hot it up. Costs can surely be cut appreciably. 
Houses which have been advertising to invite short-term deposits from 
the public at high rates of interest will be able to rely more extensively on 
their associated banks for advances. Whether the association will enable 
other costs to be reduced—e.g. by using bank branches as agents or as 
clerical and book-keeping offices for the hire-purchase business—remains 
to be seen. 

But at all events I am convinced that it should be the interest and the 
duty of the banks to reduce the cost of hire-purchase finance to the con- 
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sumer aS much as they reasonably can. It may be necessary on grounds 
of public policy to restrict the use of hire-purchase facilities. But I am 
quite certain that to levy unduly high charges on the user of these facilities 
cannot be the way to do this. 

In the general economic field, the outstanding events of the past month 
have been the further fall in the Bank rate, to 43 per cent on August 14, 
the sharp setback in industrial production indicated by the latest official 
indices, and, on the other hand, the smart recovery in American production 
and in American short-money rates. 

The descent of our Bank rate below what may be called the boundary 
line of crisis rates, i.e. 5 per cent, is significant in this respect, that it no 
longer leaves a strong presumption that the next move must again be down- 
wards. The rate is, as it were, now on neutral ground, on which it might move 
in either direction. If I had to guess, I think I should say that the odds are 
rather on the further drop to 4 per cent than on a jump to 5 or 53 per cent. 
The fall in the official industrial production index in recent months comes 
as a shock, the June figure showing a fall of fully 5 per cent on the year. 

There are people in some lines of business who think that the worst of 
the decline is over and certainly the effect on employment—or at any rate 
on unemployment—has so far been extraordinarily slight. ‘There are, 
however, no positive signs of any recovery yet and the working hypothesis 
must be that the ‘“‘ bottoming out ”’ process will not begin for some months. 
Indeed at the moment most of the relevant indicators still appear to point 
downwards. That is also the general conclusion of the Cohen Council 
whcse latest report on the economic situation appeared last month. ‘‘ The 
next few months are more likely to witness a decline of activity than an 
increase ’’, say the Three Wise Men, adding that “in real terms all the 
main components of expenditure promise either to be stable or to fall ”’. 


America Discounts Inflation 

So we may have a 4 per cent Bank rate before we have a 5 per cent one 
again. ‘That will depend, however, not only on the trend of trade but on 
the trend of the exchanges. So far sterling has remained very firm for the 
time of the year and the balance of trade still gives no safe basis for bear 
operations against the pound. Nevertheless, the margin between short 
rates in London and New York has narrowed abruptly and the raising of 
the rate of the San Francisco Reserve Bank from 1? to 2 per cent on the 
same day as our rate went down to 43 per cent, strongly suggests that the 
narrowing will go on. 

What effect this may have on the movement of funds between London 
and New York remains to be seen. One thing that can be taken for granted 
is that our “‘ authorities’ having had bitter experience of the penalties of 
delay will from henceforth be much prompter in action than hitherto, even 
as the Federal Reserve governors have shown themselves to be. 

Some people argue that the ‘“‘ paradox ”’ under which trade recession can 
be accompanied by rising prices in a part of the economy, calls for a radical 
rethinking of economic theory. Personally I rather doubt that. But cer- 
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tainly the existence of the paradox implies that inflation is more difficult to 
defeat than we have supposed and that monetary policy needs to be used 
with more adroitness, flexibility and decision than hitherto. 

The recent behaviour of the stock markets both in the United States and 
here is intimately bound up with this deflation-inflation paradox. In Wall 
Street industrial equities have been steadily rising all the year. Notwith- 
standing that the latest company reports are showing an average fall in 
profits of almost one-third, share values are close on their all-time high 
points of April and August, 1956, and July, 1957. Here the same thing is 
happening in a modified form. 

There is, of course, nothing new in share prices moving ahead of events 
—in their discounting a future recovery of industrial profits. What is new 
in present experience is the speed and vigour of the discounting. American 
investors, we are told, are buying equities and selling Government bonds 
because the rise in steel prices is breeding a new inflation scare. 

It is a matter of sensitivity and tempo.’ Investors are more sophisticated 
and therefore more sensitive to coming changes of the economic weather. 
Therefore they tend to act more quickly than they used to. Therefore, in 
turn, the monetary authorities must act more quickly if their action is to 
be effective. ‘Therefore, it would not surprise me at all to see our Bank 
rate down to 4 per cent and up again to 5 per cent before the year is out. 


An Artist’s Sketchbook: No. 56 


BRITISH BANKS IN TOWN AND COUNTRY 


Lloyds Bank, Arundel 


3 

RUNDEL is a smallish market town built on and below the hillside 

A ten which its famous castle, the seat of the Dukes of Norfolk, has 
overlooked the town since the Norman conquest. Like most towns 
associated with a great house, it has a strong ducal air about its streets, 
now peaceful enough, though the town was at one time a busy port. 
Arundel also saw turbulent scenes during the civil war, when after a siege 
of seventeen days, most of the castle was Jaid in ruins. There are still 
some fine old houses remaining, though the High Street has been fairly 
extensively altered. In this setting, one might have expected that all the 
banks would have been either authentic Georgian or the later copies 
familiar to readers of this sketchbook. Lloyds Bank, however, is rather a 
well-designed example of the revived Tudor style of the early days of the 
present century, before its later extensive use for cafés and roadhouses. 
The design is very carefully worked out, of a kind to be seen also in Chester 
and other old towns where half-timbering was once the natural style of 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


building. Interest is given to the facade by the huge gable with the two 
bay windows on brackets below. The other half of the bank has a flat 
window with cornice above at the eaves and a semi-dormer above, and 
there are finely designed ‘Tudor chimney stacks. The timber work and 
the windows present a series of intersecting horizontals and verticals and 
this severity is relieved on the ground floor of the bank by the bold semi- 
circular sweep of the windows, deeply recessed and carried out in dark 
woodwork. ‘The door of the bank is characteristically Edwardian with its 
three-light window above, and elaborate hinges. Another gate of wrought 
iron adjoins it. 

The bank is not, of course, the only example of revival architecture in 
Arundel; in particular, there is the fantastic church of immense size built 
by the fifteenth Duke of Norfolk. The tower remains incomplete owing 
to trouble with the foundations. 
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European Free Trade— 


the Great Divide 


‘“ We may realize too late that, where shaping may be inimical to the aims of 
they exist, the market economy and_ free trade and free economies. This 
monetary discipline should not have been pungent and thoughtful contribution 
sacrificed on the altar of ‘ Europe’”’. highlights some very real difficulties and 
Professor Wilhelm Répke, who left  incompatibilities in the free trade pro- 
Germany at Hitler's accession and for jects; and it is a reminder that the 
twenty years has held a chair at Geneva, impasse in the current negotiations may 
here argues that the form in which the need more than negotiating skill to cir- 
ventures in European integration are  cumvent.—EDITOR. 





By WILHELM ROPKE 


HE common market and the free trade area are the latest methods 

by which the goal of European economic integration is being 

sought. One or the other of them has captured the support of 

most of the champions of a European economic order because it 
has become widely believed that the possibilities for integration offered by 
the Organization for European Economic Co-operation and the European 
Payments Union are now exhausted. 

The belief in new devices for integration extends also, of course, to 
Euratom, which was set up with the common market. Euratom has 
attracted much less attention than it should have done, which is perhaps 
to its advantage. For it is doubtful whether it could survive any searching 
analysis. Weighty evidence that it is necessary has neither been asked for 
nor given. It has been launched behind a cloud of vague ideas of a ‘‘ new 
industrial revolution ’’, reminiscent of the technocracy of the 1930s, and if 
there is a core of fact within these ideas it is largely inaccessible. Here it 
is not proposed to give Euratom the examination which it merits. We 
shall merely note that it shares the principle of a supra-national organization 
with the common market and the European Coal and Steel Community. 

While the common market is already under way the career of the plan 
for a free trade area has been chequered. ‘Those who from the beginning 
have spied danger in the new approach to European unity are seeing their 
fears confirmed. For the frightening prospect now looms forth that if the 
common market is not capped by the free trade area it will disintegrate 
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Europe. What was meant to be mortar may prove to be dynamite. 

If Europe now faces a crisis it is because confusion surrounds the concept 
of economic integration. In its ten fruitful years the OEEC has gone far 
to unify Europe, and the common market is envisaged as a great new stride 
along the same route. It is not. Its path, which was opened up by the 
Coal and Steel Community, is very different from that of the OEEC, and 
the two cannot for long be followed together.* 

The true task of integration is in fact re-integration. It is to restore the 
Europe of free exchanges and multilateralism, in which the only obstacles 
to trade were customs duties, and these of moderate proportions. Such 
duties, albeit artificially produced, were comparable to the costs of transport 
between countries, and did not seriously hinder the free interchange of 
goods and money which is the mark of integration. It was only in the 
minds of those who did not see that the market was the great economic 
integrator and who thought that economic units must be co-terminous with 
political units, that this was not an integrated Europe. The market was not 
thought of as a specifically European economic integrator, since it inte- 
grated the European countries with the rest of the world also; but European 
integration does not require European exclusiveness. 


The Collectivist Contradiction 


The European economy was fragmented, mainly after 1931, by exchange 
controls and quantitative trading restrictions; and these devices, which 
became so popular and seemed so new, were the result of the spread of the 
belief in policies of inflation and economic planning, which in turn they 
strengthened. As national collectivism was thus the cause of disintegration, 
the task of re-integration was to remove it. But this could not be easy or 
pleasant; first, because it required widespread, and now deep-rooted, 
notions to be abandoned, and secondly, because a tempting alternative to 
the removal of the original cause of disintegration has appeared to be 
available. ‘This is the policy of supra-national collectivism. 

However, a scheme for a European collectivist order must have grave 
disadvantages. First, if it were practicable, it would create a closed bloc, 
different only in size from its former national blocs. External controls, 
internal planning, and inflation, which go hand in hand under collectivism, 
would continue to do so, though on a larger stage; and thus integration 
would proceed without performing the task of liberation for which it is 
needed. Secondly, it would not in fact be practicable. For European 
economic planning requires a strong centralized European government; 
and even the most fervent planners of the new Europe seek no more, and 
know that no more is feasible, than a loose political federation. 

Hence every step along the path of European collectivism or dirigisme 
subjects our continent to rising political stresses and strains. It has not 
been possible to extend the Coal-Steel Community beyond the Six, and 





*See the author’s ‘Internationale Ordnung-Heute’’ (Erlenbach, Zurich, 1954) and 
“ Integration und Desintegration der internationalen Wirtschaft”? (Wirschaftsfragen der 
freien Welt, Frankfurt AM, 1957). 
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the chances are faint that the common market will show any greater power 
to spread. Here is the dilemma of the Coal-Steel/common market method 
of integrating Europe. It requires a supra-national political order which, 
if it is combined with economic planning, most of Europe will not submit 
to. As economic planning is of its essence, it therefore cannot integrate 
the whole of Europe. 

We must now, however, come to a dilemma of the opposite, or liberal, 
method of integration. If the European economy was disintegrated by 
national collectivism, it was as part of the disintegration of the world 
economy. Why then is anything necessary beyond the abandonment by 
the individual European nations of their collectivist practices ? What need 
is there for, and what relevance is there in, a specifically European move- 
ment towards freedom ? Why not leave it to GATT, the General Agree- 
ment on Tariffs and Trade? Or, if GATT is insufficiently effective, why 
not strengthen it? Clearly there is a conflict between liberal principles 
and regionalism, for regionalism does not make sense unless it creates some 
kind of preferential arrangement. 

This conflict arises from the needs of the strategy of economic liberation. 
Unfortunately the attempt to dislodge the hold of collectivism from within 
each country has in general not succeeded. Economic planning, the welfare 
state, full employment, cheap money, and the like are fountains of extra- 
ordinarily seductive slogans, and the frontal attack on them, in favour of 
the liberation of external trade and exchange, is heavily handicapped. As 
liberation can plausibly be made to appear to be a way of doing the foreigner 
a favour, few people will be enthusiastic about it without international 
agreements and institutions that will produce, or promise, reciprocity. 
Hence regionalism, at least as a first step, is unavoidable. In fact we know 
that regionalism, in the form of the OEEC and the EPU, has been suc- 
cessful. It has loosened the grip of economic nationalism in Europe as 
probably nothing else could have done; and in the process it has done no 
harm, and much good, to the rest of the world. 


Open Club or' Restrictive Bloc ? 


The test of regionalism as a means of integration by liberation is whether 
it is of the “‘open” or “closed” character. A regional arrangement of 
an open kind starts in a limited area but is capable of, and indeed naturally 
tends to produce, extension to the rest of the world. A closed arrangement 
is one which is, at least in practice if not in theory, incapable of extension, 
and naturally tends to raise barriers between its region and the rest of the 
world. The OEEC and the EPU clearly pass this test. ‘They can move, 
when it is desired, from a preferential to a general non-discriminatory 
system. ‘Thus there is no reason why they should not be gradually extended 
to the dollar area, and in practice, through the mechanism of the exchange 
markets and commodity markets, dollar transactions have been coming 
within their ambit for some time. And the EPU could be gradually trans- 
formed into a system of free convertibility by, for example, increasing the 
amount of debit balances payable in gold. These are not mere theoretical 
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possibilities. They comprise part of a practical policy, and if achieved 
they would make the strategy of European integration conform once again 
to the requirements of true internationalism. 

Contrast this with the pattern of the “‘ closed bloc”’. The Coal-Steel 
Community may be taken as the best-tried modern example. In theory 
it does leave the door open for further countries to join, but in practice, 
as we have already suggested, the principle of supra-national controlling 
power was bound to keep the door closed. And furthermore, the closer 
the integration achieved by the Community, with its highly complicated 
structure, the more difficult and unpleasant would be the adjustments 
required for any extension of membership. It is for these reasons that the 
OEEC has been able to comprehend the whole of non-communist Europe 
while the Coal-Steel Community has had to limit itself to six countries. 
But the fundamental character of the difference between the open and the 
closed system has not yet been fully appreciated—as may be seen from the 
fact that the architects of the common market seem to have assumed that 
they can continue to make use of EPU and enjoy its benefits. Only recently, 
and to their surprise, has the possibility presented itself to them that their 
project may destroy both OEEC and EPU. 

A major reason why it has been possible to push these contradictions of 
policy out of the field of debate is the expectation that at least within the 
common market the benefits of free trade will be reaped. Here the cham- 
pion of the common market seems to borrow the liberal’s clothes. In fact 
the expectation is hardly well-founded. First, there are the hazards of the 
long transitional period. Secondly, and more important, the final result in 
terms of economic benefits will depend far less upon the freedom of trade 
within the Six than upon the degree of inflation, dirigisme, and external 
protectionism practised by them. Thirdly, freedom of trade within a large 
bloc that is under the pressure of uniformity has a feature that is too seldom 
mistrusted. Here free trade is confused with the ideal of mass-production, 
which is too often lauded without qualification as the source of American 
success. In fact the case of Switzerland, among others, shows that high 
prosperity and the giant firm or plant are not necessarily inter-linked. Of 
course free trade among nations must produce some geographical con- 
centration of production, but that is not the same thing as the concentration 
of enterprises.* Free trade will tend to weed out inefficient enterprises, 
large or small. 

This last point enables us to place in perspective some of the complaints 
that are being made about France. The spirit with which France approaches 
the common market differs from that of the others, apart from Italy, because 
it is a spirit of anxious defence rather than cheerful confidence in the 
expansionist forces of unrestricted international competition. This arises 
from the fear that France may fall victim to a process of European concen- 





‘There are few industries, even where large-scale production is common, in which 
Sin are not plants of moderate size which are as efficient, or nearly as efficient, measured 
in unit-costs, as the giant plants; and there are few giant firms which do not maintain some 
of their plants, presumably at a profit, on a moderate scale ’’.—J. Viner, “‘ The Customs 
Union Issue ’’, New York, 1950, p 46. 
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tration which would destroy the still un-American character of the French 
economy without conspicuously raising productivity. The French are not 
so wrong about this as their critics believe. Where the French are really 
wrong is in joining the common market despite these anxieties, without 
relieving their economy from its dangerous and long-established inflationary 
pressures, and indeed hoping that the common market will free them from 
the need to do so. In joining in this spirit they unavoidably become hostile 
to the free trade area. 

This brings us to the nub of the problem facing the common market. 
There is a line running right across Europe which divides it into two 
groups of countries, and this line splits the common market itself. On the 
one side are the few countries that, by the exercise of monetary controls 
and by reliance on market forces, have achieved equilibrium with the rest 
of the world and thus a de facto convertible currency; on the other side are 
those suffering chronic difficulties in their external payments. If the 
second group followed the example of the first, the problem of European 
economic integration would be largely solved. But for this we do not need 
a common market; and without it the common market will leave Europe 
disintegrated. 

But will not the association of countries from the two groups have a 
beneficial influence ? Unfortunately the trend will be the other way. 
Market forces and monetary discipline are much harder to make popular 
than “ welfare’ policies and inflation, and the countries pursuing the 
latter will infect those of the former. We may realize too late that, where 
they exist, the market economy and monetary discipline should not have 
been sacrificed on the altar of**‘ Europe ”’. 


‘“¢ Harmonization ’’ to Inflation 


Thus integration will tend to settle at the lowest degree within the Six 
of economic freedom, monetary discipline and restraint in social policies, 
This tendency expresses itself in the demand for “‘ harmonization” of 
labour costs, characteristically put forward by the country with the weakest 
balance of payments. Of course, ‘“‘ harmonization ’”’ means the levelling 
upwards, not downwards, of costs, and is as grotesquely incompatible with 
the requirements of free trade as the familiar demand by American protec- 
tionists for duties to balance the difference between the standards of living 
of America and the countries supplying her. ‘Trade does not require 
equality of the costs of factors of production; in some countries labour cost 
may be high, in others capital cost, or some other cost. In fact it is free 
trade that tends to reduce the differences between factor costs, but the 
trade must come first. If factor costs are first ‘‘ harmonized ”’ the trade 
cannot take place. 

Now the high French labour costs (at current rates of exchange) are not 
an expression of high productivity. ‘They have been pushed up by political 
pressure so far beyond the rise in productivity that they have become the 
mainspring of inflation. And the crises in the balance of payments and 
losses of reserves of gold and foreign exchange have not been stemmed 
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even by new import restrictions, export subsidies or the devaluation of the 
franc. ‘Thus the demand for “ harmonization ’’ becomes a demand that the 
French economy should be restored to equilibrium not by monetary discipline 
and the proper adjustment of rates of exchange, but by inducing other 
countries to fall into line with French costs. The ‘“ harmonization of 
social costs ”? comes to mean the “ harmonization of inflationary pressure ”’. 

What must be understood is that, both in the common market and the 
free trade area, it is impossible to combine more than two of the following 
three things: free trade, fixed rates of exchange, and uncoordinated monetary 
policies. One of them must be sacrificed. 

First, the sacrifice might be free trade, a member country falling out of 
line being allowed to defend its balance of payments by what the Rome 
Treaty euphemistically calls ‘‘ mesures de sauvegarde nécessaires.” It is 
interesting that for the first time in the history of customs unions the possi- 
bility of restricting trade in order to regulate the balance of payments is 
not regarded as a “‘ dolus eventualis’’ but is solemnly incorporated in the 
treaty of union. But it must be presumed that trade restrictions cannot be 
the primary instrument of adjustment to external fluctuations. 


Rather a Monarchy ... 


Secondly, the sacrifice might be fixed rates of exchange. Now no doubt 
some current rates are wrong and need adjustment; and no doubt also there 
is something to be said for floating rates. Still this is hardly a practicable 
solution. I have elsewhere claimed that Switzerland would rather become 
a monarchy than renounce the stability of its franc exchange rate; and this 
is only an extreme formulation of a point of view dominant in all Europe. 
We have recently seen that when devaluation is necessary in France it 1s 
extremely difficult to get because it threatens the prestige of the Govern- 
ment; while when revaluation is desirable in Germany it is met by fierce 
and successful opposition from industrial and trading interests. 

Thus the only reasonable choice is the sacrifice of entirely independent 
and unharmonized monetary policies. Co-ordination of monetary discipline 
must be agreed upon. But this immediately raises the question of the 
degree of discipline that it is desirable and possible to reach. We can 
easily say what is desirable. It is such a degree of discipline for all as has 
already been achieved in Switzerland and Germany; it can be defined as 
the measure of monetary control that would produce equilibrium with the 
freely convertible currencies of the world and thus make European cur- 
rencies fully convertible. But what hope is there of achieving this? We 
have already suggested that the countries of “‘ full employment before all 
else’, of inflation, and of advanced ‘ welfare’”’ policies are much more 
likely to draw the others their way than to be drawn away from it by them. 
Thus would the sick contaminate the sound. This is a problem for both 
the free trade area and the common market. But the free trade area has 
this advantage: if a member country has the will to resist, it is much less 
likely to be dragged down to the lowest common level of monetary discipline 
than a country in the common market. 
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Now let us consider the rift between the Six and the rest of the world 
that will be caused by the adoption of the common outside tariff. There 
are three main reasons why the rift will become wide and deep. First, 
although the Rome Treaty requires the common tariff to be the arithmetic 
average of the four levels of France, Germany, Italy and Benelux, there 
will in fact be strong pressure, as interests ensconce themselves behind 
the new tariff wall, to raise it ultimately above the average. In any case, 
averaging hardly helps outsiders, even where it brings down, say, the 
French or Italian tariff; for they will have to compete with duty-free goods 
of Germany and Benelux. 


How Protection May Extend 


Secondly, the greater the diversity of the productive structures of the 
countries forming the union, the more likely is it that the total protectionist 
pressure will rise. For producer interests which now exist solely in one of 
the Six will demand protection in all of the Six. In this way, the extension 
of the tariff area may have perverse effects.* ‘The economies of the Six 
may not be judged to be conspicuously heterogeneous, it is true, but they 
have been made artificially more heterogeneous by the inclusion of the 
overseas territories, so that even tropical products must enter into the 
account. ‘Thus revenue duties such as those on coffee and bananas, which 
exist in a country like Germany, will now become protective duties for all. 
In the case of some important raw materials most of the Six will find that 
they have erected barriers, and hence cost-burdens, that are new; and this 
immediately makes the common market an awkward bedfellow for the free 
trade area. For the countries of the rest of the free trade area can hardly 
be expected to burden themselves with the common market level of tariffs 
on raw materials.t| ‘Thus the price of the integration of the Six becomes 
less integration vis-a-vis the rest of the world. 

Thirdly, there will be the effect of the period of transition. ‘The line of 
least resistance will almost certainly be to tackle those duties first which 
affect producers outside the union! those which affect competition within it 
will be low on the list for change. It will be an easy concession to “‘ Europe ”’ 
to reduce the partners’ mutual duty on oranges. The Italian producers 
could not want anything better than that the common market should remove 
the duty on their oranges and maintain the duty for competitors outside the 
union. But the Italian car industry, which is now protected to a degree 


* The theory of customs unions, in its modern form, demonstrates that the less alike 
are the economies of the member-countries, and hence the less is the competition between 
them, the less will be the amount of trade freed by a union, and the greater the danger 
of diversion of trade from lower-cost producers outside the union. It is true that the 
greater the geographical extent of the customs union, the more will trade within it be 
freed; but if this extent increases heterogeneity it will tend to raise the ring-fence, and 
the net effect on trade may be harmful. 

+ It is such a privilege to have low tariffs! The advice given on February 12, 1953, to 
the French Government by the Conseil Economique (intended as the coup de grdce of the 
free trade area) was: ‘‘ The absence of a common external tariff, and the inequality of terms 
of supply of raw materials, especially of certain overseas products, set up a risk that there 
will be a diversion of trade to the benefit of those foreign countries having a weak customs 
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which almost gives it a domestic monopoly, is likely to be given the benefit 
of maximum permissible delay at each stage of tariff reduction. These 
tendencies would mean not only that the “ distorting ”’ tariff reductions will 
take precedence over those that on balance may liberate trade and increase 
competition, but also that the processes of the transitional period may be 
particularly provocative and disturbing to the world economy. 

The common market and the free trade area alike can improve the use 
of resources and raise productivity only to the extent that the removal of 
tariffs hurts producers inside, not outside, the union. To this extent, the 
discrimination inherent in the reductions in intra-regional tariffs will be 
less provocative to the outsiders. The longer is the transition during 
which careful consideration is given to producers within the union, the 
more will the de-merits outweigh the merits. But a gradual process in the 
reduction of tariffs is inevitable in any regional scheme; the road to union 
must pass through a swampy belt of half-measures, delayed action, exemp- 
tions, hardship clauses and distorting preferences. 

Here again is the dilemma of any form of regionalism compared with 
either a universal or a unilateral reduction of tariffs. Ideally a regional 
system requires speedy, energetic and drastic steps, but in practice it cannot 
get them. In contrast a reduction of tariffs generally applied can proceed 
gradually without producing trade dislocations and distortions. However, 
for reasons set out above, the distortions of the common market are likely 
to be much more enduring or harmful than those of the free trade area: 
for they will be aggravated by the effects of its supra-national economic 
planning. ‘Thus, for example, if the European Investment Bank really 
performs the task of controlling investment in the Six that is allotted to it, 
the common market will see to it that errors in the planning of capital uses 
will not become exposed to view and to test by free competition from abroad. 

We see now that in taking the name “‘ Europe ’’, the common market and 
its institutions (the European Economic Community, European Investment 
Bank, etc) usurp the name. ‘Their discriminatory and disintegrating effect 
is now becoming more and more clear. At first the area of integration was 
to become that of the whole OEEC. But when the Outer Six took the 
Inner Six at their word and proposed the free trade area, the Inner Six 
became shy. More and more is heard about the difficulties of the free 
trade area. If these difficulties are as great as they are said to be, they 
confirm the rashness with which the common market has been rushed into 
being. Now we are told that if the ‘‘ outside countries’ cannot join the 
common market, they must adjust themselves to the disintegration of Europe. 

All this has happened because the architects of the common market were 
in such a hurry that they failed to realize that the Treaty of Rome would 
be a provocation to the other OEEC countries and would shake the structure 
of the Europe which had been pieced together by OEEC. If so thoughtful 
a statesman as M. Petitpierre, who directs the foreign policy of a country 
so prudent as Switzerland, has thought fit to declare in the Swiss Parliament 
that the discrimination of the common market would threaten the founda- 
tions of the EPU, the true friends of Europe must sit up and take notice. 


587 








As M. Petitpierre went on to say, a country like Switzerland, with which 
the Six may have a negative balance of payments, cannot be expected to 
continue to extend credits, in lieu of payments in gold, in order to cushion 
countries that discriminate against Swiss exports while they enjoy the free 
opportunities offered by Switzerland for their exports. Such discrimination 
not only would be contrary to the spirit of OKEC and EPU, but also is for- 
bidden by the treaties relating to them. The Austrian Government has 
sounded a similar warning, and, of course, the British position is known to 
be on similar lines. 

If Europe has to choose between the common market without the free 
trade area and the state of affairs existing before either was mooted, there 
can be little doubt that the latter is to be preferred. If there can be no 
free trade area then let it be recognized that the path chosen by the Rome 
Treaty has been a mistake. We could then press forward with greater 
energy for the integration of Europe along the OEEC path. Such a renun- 
ciation would have to be called for in the name of European integration, of 
which the most vocal supporters have been the architects of the common 
market. ‘This would offer the finest proof of their ‘‘ Europeanship’”’. On 
the other hand, it is too early to write off the free trade area, and it is still 
possible for the common market countries to show their true “ European- 
ship ”’ by making sure that the common market is capped by the free trade 
area. But the free trade area must genuinely befit its name. The tempta- 
tion to bridge the gap by compromises on fundamentals may be just as 
dangerous as the complete rejection of the project. In this connection the 
proposals by the industrial federations of the Outer Six countries are well 
conceived and reasonable. ‘They ought not to be the subject of compromise. 

Obviously we cannot close our eyes to the danger that the common 
market Six will continue on their course regardless of the effect on Europe. 
But even if we make the most favourable assumption and proceed on the 
basis that the immensely difficult task is achieved of fusing the common 
market into a free trade area worthy of the name, problems will still face us. 
The list is headed by the problem’ of monetary equilibrium and the national 
balances of payments, in short the problem to which a solution was found 
before such words as “ integration”, “‘ harmonization ”, ‘“‘ European this 
and that ’’ became common currency. 
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What Future tor Pension 
Schemes? 
By A SPECIAL CORRESPONDENT 


NIFORMITY of contributions, uniformity of benefits—such 
has been a prime tenet of social insurance in Britain. Since 
the beginnings almost half a century ago, all men have been 
equal in the sight of their stamped cards. When Beveridge 
came to write his authorized version, uniformity among the socially 
insured was elevated to an article of faith, but it had been enshrined in the 
scriptures ever since Lloyd George’s “‘ ninepence for fourpence ’’—nine- 
pence of benefits no matter whether really needed and fourpence of con- 
tributions no matter how easily afforded. 

But we may now be facing a Reformation. The Labour Party plan, set 
down in its booklet National Superannuution, cast out the doctrine of uni- 
formity for that large part of social insurance that provides for State 
pensions. It envisaged a gearing of contributions and benefits to incomes. 
And many who are not adherents of the Labour Party or its plan do not 
think that uniformity should be longer upheld, or, even if they think it 
should, do not think it can. The Government’s own proposals, which are 
expected to be announced later this year, are believed to include some move 
towards graduation in both contributions and benefits. Uniformity, it is 
widely considered, is on the way out. 

Renunciation of the creed of uniformity would be of great moment, not 
only because of the direct effects upon those who are now within the ambit of 
State pensions—meaning every one of us of working age—but also because 
of the effects, at one remove, upon pension schemes of all kinds in the 
private sector. Why should the transition from uniformity in contributions 
and benefits, to graduation in them, bring such important effects in that 
sector? That question is fundamental to the whole future of private 
pension schemes, whether self-administered or run by assurance offices. 
The answer is a twofold one. First, if graduation in the State scheme 
comes in, and contributions range upwards from a minimum basic figure, 
many people, now members of private schemes, will feel themselves unable 
to pay a contribution to the State scheme at a higher rate than the basic 
and at the same time a contribution to the private scheme. Second, if 
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benefits in the State scheme also range upwards from a basic scale, many 
members of private schemes will reckon themselves fully provided for by 
the State and will not wish to stay in the private scheme. 

Thus graduation must tend (failing correctives) to erode the private 
schemes, and a main factor determining the depth of erosion would be the 
range and scope of the graduation. Even if the change were not made with the 
aim of extending the State scheme, it must in fact result in an extension—and 
one into the domain of the private schemes. All the time the State scheme 
provides, as now, only a basic retirement benefit of {2 10s a week and 
exacts only a basic contribution for the pension of something like 4s Od a 
week from the employed man, his private scheme can co-exist with the 
State scheme, because the member, though a compulsory participant in the 
State scheme, can both afford to pay his private dues and finds his private 
benefits worth paying for. But once the State fund begins to collect a 
bigger contribution, perhaps a much bigger one, the expense of the private 
scheme may be too much to bear, while its pension prospects may lose 
appeal when set against the State pensions, enlarged, perhaps much enlarged. 
A certain number of private schemes may then find co-existence impossible. 

All this presents the problem in highly simplified terms, but it gives the 
essentials, showing why the new dogma of graduation in the State scheme 
must of itself be something of a heresy to the believer in private pension 
schemes. ‘The dominant issue is, therefore, ‘‘ graduation or uniformity ? ”, 
and it is dominant because it corresponds to the question whether the State 
scheme will (or should) be extended. 


From Top-hats to Cloth Caps 


First to examine, then, is the likelihood that graduation will be brought 
in. The starting point is that the Labour Party is firmly committed to it. 
Even if, as is probable, the plans were quite substantially amended by a 
Labour Government in the course, first of detailed consideration in Depart- 
ment and Cabinet, and next in the passing of a Bill, the graduation of con- 
tributions and benefits would remain. “ Retire at half pay ’’ is very much 
more than an election slogan—it epitomizes a State scheme in which benefits, 
and contributions also, are essentially wage-related, whatever the details 
of the scheme. Further, the fact that the Labour Party, previously firmly 
opposed to graduation—which was deemed tainted with the hated means 
test—has now embraced it, may well mean that the Conservative Party, rather 
than taking the opposite line, instead may fall into line. Stealing some of the 
clothes of the Labour Party may seem politically the best thing to do. 

At the root of the Labour proposals is a motive or aspiration which, in 
the broad if not in degree or in manner of application, is shared by the 
progressives in the Conservative Party—to bring within reach of many 
more of the people a pension materially better than the present “‘ floor ” 
pension provided by the State, to extend the realm of pensions “ from the 
top-hats through the bowlers to the cloth caps”’. Now, it is true that 
while the Labour Party turns instinctively to the State scheme to bring 
about the pensionable democracy, the Conservative Party turns just as 
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instinctively to the private schemes, aiming at a democracy that is property- 
owning as well as pensionable. But is the growth of private schemes, 
unaccompanied by an extension of the State scheme, a vote-catcher ? More 
e responsibly, could the growth come about in time to be counted a com- 
e petitive alternative to ‘‘ national superannuation ” ? 

e The Conservatives point to the fact that, as shown by a recent survey 
d by the Government Actuary,* no fewer than 8} million people are covered 
e for pensions outside National Insurance, 5 millions of them in private 
d schemes and the remainder in the public service and nationalized industries. 
4 They add that leaving out the 1# million women in the total of 87 millions— 
and what does a pension scheme usually mean to a woman anyway ?—there 
remain 7 million men in pensionable employment, of whom about 4 millions 
are in private schemes. The total of men of working age is about 16 millions, 
so that the pensionable realm is already a far-flung one. At least until 
recently, when uncertainty about the State scheme has slowed up progress, 
new members were entering the private schemes at a rate approaching half-a- 
million a year. With official encouragement of private schemes, the Con- 
servatives go on, what a vista of sound self-help would lie ahead ! Ah, reply 
the Socialists, but even the existing pension schemes cover less than half of 
the employees of those employers who run schemes. And how many workers 
can hope to get into schemes in the industries of small operating units— 
distribution, building, agriculture, job engineering—in which only the first 
tentative plans for schemes are now being laid ? No, concludes the rejoinder, 
millions of cloth caps will wait a very long time indeed if they wait for private 
schemes to take them in. 

The Conservative Government, one suspects, is likely to be more sensi- 
tive, in private, than individual Conservatives will be to these arguments. 
Why not, at least, the Government may say, speed up the whole process 
by some extension of the State scheme, by graduation of contributions and 
of benefits within moderate limits? ‘That way, we can have the best of both 
worlds. In various ways we can encourage the private schemes, but we 
can provide through the State scheme for the people who will not readily 
be brought into them. ‘The art of politics is compromise. 


Insurance Fund Deficit 


At this point the Chancellor of the Exchequer, who has been turning his 
Treasury briefs, closely spotted with red figures, weighs in heavily in support 
of the prevailing trend of the discussion. In this financial year, he says, 
the National Insurance fund is for the first time in deficit on current account. 
The State will have to make up from general taxation a shortfall of £14 
millions in 1958-59. This payment and the striking of the deficit is after 
taking in the statutory Exchequer supplements to the contributions of 
employers and employees (and other insured persons). ‘The supplements 
this year are £125 millions, so that the Exchequer is ‘ subsidizing ”’ the 
scheme to the call of £139 millions. By 1960-61 the deficit will have risen 
to £126 millions and the subsidy to £249 millions; by 1969-70 the deficit 


* Occupational Pension Schemes (HM Stationery Office, price 2s net). 


591 




















to £322 millions and the subsidy to £446 millions; and by 1979-80 the 
deficit to £475 millions and the subsidy to £598 millions. 

Is it really conceivable, the Chancellor may continue, that the (Con- 
servative) Government can allow this mounting subsidy of the scheme by 
the taxpayers? Can it permit the fund to go into a phase of growing 
insolvency ? It is true that the real burden of National Insurance is some- 
thing quite distinct from the financial showing, being in the final analysis 
simply the volume of goods and services (the share of the gross national 
product) that the population at work at the given time is transferring 
through the insurance mechanism to those not working, mainly the pen- 
sioners. But the financial outturn is highly meaningful, none the less. 
A subsidy must come from taxation: we want to bring taxation down. 
Beneficiaries, though mostly beneficiaries only in the future, should them- 
selves meet the cost of present benefits—at least all the cost except for the 
Exchequer supplements—and they should not only feel the financial strain 
of this part of the Welfare State, but should feel it directly through the 
weekly deduction for the insurance stamp. 


The Inevitability of Graduation 


Now comes the heart of the matter. If it is taken that the fund is to be 
made self-balancing on current account, can it be made so without some 
graduation ? In less than a year, from September, 1957, to July, 1958, 
the contributions of an adult employee went up by a half, from 7s 5d to 
9s 11d a week. Since the beginning of the scheme, ten years ago, they 
have doubled. ‘The limit of a uniform rise across the board has surely 
either been passed or is fast being reached. And the only alternative to 
the all-round equal rise, if self-balancing is posited, is some graduation in 
contributions or a variant such as a graduated social security tax. 

It is not only the Labour plan, then, that would enforce graduation and 
thus extension of the State scheme. It looks very much as though hard 
financial facts, the genuine need to provide pensions for many now outside 
their range, and perhaps also a Disraeli spirit among Conservatives, will 
cause a movement in the direction of the same goal, though certainly going 
much less far along the road. Conceivably, to be sure, the Government's 
plan, now being finalized, may contain no element of graduation at all, 
relying upon a further increase in flat-rate contributions for short-term 
solvency of the fund, and fostering the private schemes alone in the grand 
manner. Yet that outcome seems unlikely and the compromise probable. 

And here let there be recorded a pretty safe prophecy. Whatever the 
shape and content of the Conservative proposals, one may take it that 
uniformity of contributions is indeed on the way out and graduation on 
the way in—if, improbably, not in this coming Conservative plan, then, 
almost without fail, in the next material revision after that. For all the 
economic pointers are against uniformity. Britain has been almost alone 
among the larger nations in resisting the wage-related State pension so far; 
Germany introduced it seventy years ago; the United States, among most 
other countries with social insurance schemes, has followed. Again, people 
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are increasingly thinking of pensions, from whatever source, as linked with 
pay, as being a form of deferred pay; such thinking naturally takes the 


n- pension as wage-related. Further, if graduation is becoming inescapable 
ry because it is the only way to remove the deficits now foreseen on the fund, 
ig how much more inevitable will it be when the deficits are swollen by benefits 
2. magnified in the future because pensioners have to be given either some 
1S cover against inflation or some share in increasing productivity—or both.* 
al It requires only a medium-term view to see the extension of the State plan 
g in being, regardless of what the new Conservative plan holds, and regardless, 
- too, of the results of the next General Election. And private pension 
. schemes have to take more than a medium-term view—of their nature 
. they project themselves into the distant future. 


Very Limited Co-existence 


What, now, of the possibilities that the private schemes can co-exist 
with a graduated and extended State scheme ? The Labour plan, for its 
part, recognizes the right of people to elect not to participate in the State 
scheme for anything in excess of the flat rate, but all must participate to 
that extent. ‘To be able to opt out of the graduated superstructure an 
3 employed person must be a member of an approved private scheme. ‘The 
conditions of approval are given. ‘They are: 


mam CD 


Av 


(i) Contributions and benefits should not compare unfavourably with those 
in the State scheme. “ Excessive’’ tax-free lump sums would not be 
approved. 

(ii) All pension rights in the scheme must be vested in the members, and 
arrangements should be made for full transferability on leaving. 

(iii) Individual members should be free to contract into the State scheme, 
carrying their full accrued rights with them. 

(iv) An employer must not make membership of the scheme a condition of 
employment. 

All private occupational pension schemes should be funded and an actuarial 

report published regularly. 

(vi) In dispute there should be appeal to an independent tribunal. 


(V 


— 





*'The three points were brought out by Mr Lafite at the Autumn Conference (November, 
1957) of the Association of Superannuation and Pension Funds; see the report, pages 39-40. 
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These conditions, in that form, are extremely onerous, the first especially. 
(Others, such as the second, are also very difficult to administer: the 
ensuring of transferability is beset with technical conundrums.) 

The plan provides for a pension that (a) rises to three-quarters of average 
earnings over the working life of the pensioner, with a ceiling that will not 
be lower than {15 a week and might be much higher, and (4) is proof 
against inflation and rises in the cost of living, being geared to both the 
national income and a cost-of-living index. ‘There are doubtless a number 
of private schemes that could match the Labour scheme on (a), but out of 
all the 37,500 schemes in existence, they are unlikely to be many. However 
well-run and financially sound a private scheme may be, it does not enjoy 
the State subsidy promised for the Labour scheme, under which contri- 
butions (for pensions alone) are: by the employee, 3 per cent of his earnings; 
by the employer, 5 per cent of those earnings; by the State, 2 per cent of 
the national income derived from employment. (Many students of the 
scheme think the total contributions, thus fixed, would prove insufficient; 
if they do, the balance might also come from the State.)* The private 
schemes that can match the Labour scheme on (d) by giving an inflation 
and cost-of-living guarantee may be taken for practical purposes as nil. 

It is easy to see, therefore, why the Association of British Chambers of 
Commerce should have concluded that “‘ the proposals would bring all the 
private occupational schemes to an end in their present form ’’—though 
closer examination makes a reservation necessary, as will be shown below. 
Moreover, there is many a mutation possible between the report of a Party 
sub-committee (which is all that the detailed plan is) and Act of Parliament, 
and some concerned with private schemes seem to be deriving some con- 
solation from the hope of favourable mutations. ‘They may perhaps point to 
the statement of the General Council of the Trades Union Congress that 





* It is really no sufficient answer to say that the private schemes receive tax advantages. 
Employers’ contributions are treated as a business expense for tax purposes, it is true— 
but they are a business expense! Employees’ contributions attract some tax relief—but 
the pensions, when received, are taxed. ‘The tax argument against the private schemes 
boils down to (1) the inequity in allowing the payment of large tax-free capital sums, 
especially under “ top-hat ’’ schemes, and (2) the differential that may often exist between 
the relicf from tax en an employee’s contributions (received when his rate of tax is rela- 
tively high) and the tax on the pension (paid when the rate of tax is probably lower). 
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“there would be strong opposition if those already covered by satisfactory 
occupational schemes were not allowed to contract out of any national 
scheme’. ‘They may be overlooking one important point, however. There is 
a built-in transfer device in the scheme, whereby the benefits to be provided 
for the lower income earners would be subsidized by part of the contributions 
of the higher income earners (and from interest upon that part). A Labour 
Government would not be likely to be willing to whittle away this transfer 
element by permitting many of the more highly paid workers to join, or 
remain in, private schemes. 

In any case, even if his private scheme received approval, would the 
member wish to remain in it, in preference to being in the graduated 
reaches of the State scheme ?_ If the private scheme were non-contributory 
on the part of the employee, doubtless he would. At present, no less than 
44 per cent of non-insured schemes and 30 per cent of insured schemes 
are of this kind. But would many employers wish to continue such schemes 
in the new circumstances, when the State would provide? Highly paid 
employees, admittedly, might wish to remain even in fully contributory 
schemes—to escape the transfer device in the State scheme. But would 
many other employees opt similarly, and thus forgo the inflation and cost- 
of-living guarantees ? Again, would any significant number of new private 
schemes be brought in, once the Labour scheme was in existence ? 


The Fifty Year Lag 


To all this there is, however, an important reservation. ‘The pensions 
payable under the Labour plan mature slowly, according to the number of 
working years spent by the pensioner in the scheme: in fact, no one would 
receive a full pension until the year 2010, or 50 years after entrance into 
the scheme as a 15-year-old in its planned year of inception, 1960. For 
decades to come, many private schemes will give better pensions to their 
retiring members than the State scheme would give, because there would 
not have been enough working years for the State pension to have sufh- 
ciently matured. It is not clear whether this consideration would suffice to 
ensure approval for such private schemes under the first condition set out 
above, but if it did, then it would also suffice to cause many of the older 
members to remain in the schemes. 

However, it is evident that many schemes would indeed come to an end 
‘in their present form’’, with a number reprieved, because of the reservation 
noted, for a period of years, perhaps up to a generation. In what form 
would the unreprieved schemes continue, if they did continue at all? All 
their purely pension elements would end. So far as those elements were 
concerned, either they would become “ closed funds ’’, securing to their 
members such part of the benefits originally planned as would accrue from 
the funds as enhanced by future interest and surpluses on valuation, or 
they would use their assets to purchase deferred annuities for their 
members. Effectively, therefore, the schemes that had been confined to 
pensions would be terminated. So far as concerned what are called “‘ fringe 
benefits ’»—widows’ benefits, lump-sum payments, dependants’ benefits, 
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invalidity payments—the schemes providing for such benefits might con- 
tinue unimpaired. But they would be but emaciated versions of their 
former selves, for fringe benefits really are at the fringe. The pension 
movement, whether represented in the self-administered fund or in the 
insurance office, would have come, if not to full stop, then to a very heavily 
marked colon. As for the assurance offices themselves, one of the main 
growth-factors accounting for their post-war development will virtually have 
disappeared. 

It is fully understandable, therefore, why there has been such criticism 
of the Labour plan in insurance circles. But the life ofices have made it 
known—1n fact, have advertised it on a large scale—that they do not oppose 
provision in a State scheme for “ basic needs ’’, with the implication that, 
since needs vary, so would contributions and benefits also vary. In other 
words, the offices have virtually reconciled themselves, it would seem, to 
some very moderate extension of State pensions beyond the flat-rate benefits. 
They are, no doubt, hoping and expecting that the plan of the present 
Government, if it allows for graduation at all, will set a low ceiling. 

How many of the existing private schemes could co-exist with a State 
scheme of that kind, and how many new private schemes could come into 
being, would certainly depend greatly upon how far any graduation would 
extend—a point upon which all at the moment is nothing but speculation. 
But a related and very important point is that a Conservative plan could 
be more comprehensive than an extension of the State scheme; it could 
also contain ways and means of positively encouraging private schemes, so 
that the net effect would be favourable to them. One possible form of 
encouragement would be to allow a free option to everyone to participate or 
not, as he or she pleased, in the graduated part of the State scheme, while 
laving down no stringent requirements to be satisfied by competing private 
schemes; the schemes would probably gain more from the general boosting 
of the pension idea than they would lose from secession of actual and potential 
members to the State scheme. Another method of encouraging private 
schemes would be the clearing of the maze of rules and regulations now 
encumbering the way that ultimately leads (or fails to lead) to the point where 
a scheme receives Inland Revenue approval—approval that is indispensable if 
the scheme is to be economic in operation. 

A further possibility is that there could be inducements to the extension 
of private schemes to cover many of those now outside—perhaps fuller 
tax advantages or Government assistance in the formulation and starting 
of schemes for whole industries or whole segments of industries. What 
is certain, while the Government white paper is awaited, is that the 
outlook for private schemes is bound to be brighter under the Conserv- 
ative plan than under the Labour plan. ‘To say that, might be to say 
very little indeed, since no outlook could be blacker for the private 
schemes than that resulting from the promulgation of Labour’s “ national 
superannuation ”’ ; but it might be to say a great deal, since the Govern- 
ment proposals could be capable, while extending State insurance and 
introducing some graduation, of developing private pensions at the same time. 
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The Hire Purchase 


Structure 





By A SPECIAL CORRESPONDENT 


HUNDRED years ago there were no finance companies. 
Retailers had supplied instalment credit, in one way or another, 
from Tudor times and even earlier, and in the second half of the 
nineteenth century manufacturers, led by Isaac Singer, developed 
hire purchase as a stimulus to sales. The first finance companies proper 
were the wagon companies, North Central Wagon being formed in 1861, 
British Wagon in 1869, and Wagon Finance in the first decade of this 
century. The growing use of motor cars led to the incorporation of 
specialist finance companies to handle the business, but it was not until 
after the first world war that most of the well-known companies of to-day 
were formed. United Dominions Trust, by far the largest of the finance 
houses, started in 1919 as the London office of a New York company; 
and Lombard Banking, the youngest of the twelve present members of 
the Finance Houses Association, was incorporated as a private company in 
1938, under the name of Acceptance Credit Corporation. ‘The business of 
the three wagon companies has been transformed from the original purpose 
of financing the purchase of coal-carrying trucks for the railways into the 
finance of as widely diversified a range of items as is handled by the other 
large finance houses. i 
The twelve members of the Finance Houses Association comprise the 
twelve largest finance houses and all but one of the quoted companies. ‘They 
account for some 70) per cent of the total instalment credit provided by 
all finance companies; the twelve next largest houses provide another 
5 per cent or so. The balance is attributable to approximately 1,000 small 
private companies. ‘lhe vast majority of these have hirers’ balances— 
representing customers’ debts owed under hire-purchase contracts—of well 
under £50,000; and over 450 firms are owed less than £5,000. A dozen 
or so of the small and medium-sized houses are members of the anomolously 
named Industrial Bankers’ Association, formed in 1956; the hire-purchase 
credit extended by its members accounts for around 2 per cent of the total 
extended by all finance houses. 
In the past five years or so, as the tables show, the business of the larger 
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finance houses has been increasing rapidly and consistently. The expansion 
is much greater than can be attributed to the increase in the nation’s use of 
hire purchase: this was checked by official action in 1955, and has only 
recently passed the 1955 peak. The continued growth of the finance 
houses has been achieved by a striking increase in their share of the business, 
the counterpart of which has been a fall in the finance provided by retailers. 
Doubtless many retailers have been glad to pass on their commitments in 
a period in which their sources of bank finance have been under pressure. 

The switch in financing is reflected in part, but not in full, in the official 
figures of hire-purchase debt collected by the Board of Trade. These 


TABLE I 
LEADING FINANCE HOUSES 
(In order of hirers’ balances, showing direct banking link in parentheses) 


(£ millions) 


Share Advances 
Date Capital Loan and De- | Hirers’ 
of and Capital Accept- posits | Balances, 
Accounts Reserves* ances | etc (net) 
United Dominions Trust (Bar- | 
clays). 30.6.58 8.49 0.18 14.75 61.83 | 77.1 
North C entral Ww agon (National | 
Provincial) 31.12.57 3.70 Soe 8.30 6.89 | 22.0 
Mercantile Credit ( Martins] We st- | 
minster) .. ' ie 30.9.57 3.36 0.25 8.92 6.05 | 19.2 
Lombard Banking cian - 31.12.57 2.02 — 2.42 18.63 | 19.2 
Bowmaker (Lloyds) ea 31.10.57 3.35 — 8.21 5.45 | 16.1 
Olds Discount (Commercial Scot- 
land-Lloyds) .. 31.12.57 2.73 — 6.72 5.36 | 14.9 
Scottish Midland Guarantee ex rust | 
(Commercial! Scotland-Lloyds) 26.10.57 2.87F ie 2.67 7.40 | 13.3 
British Wagon (Three Banks) .. 31.12.57 > ew 2.57 5.07 | 11.8 
Forward Trust (Midland) ie 30.4.58 0.94 — 1.99 2.93 i 6.2 
Wagon Finance .. , ” 31.12.57 1.97 — 0.12 1.92 | 4.3 
Midland Counties 31.12.57 0.95 0.25 0.68 1.80 | 3.8 
Mutual Finance .. - - 31.12.57 0.62 0.10 0.64 2.13 . oy 
Astley Industrial (District) eh 30.6.57 0.69 — 1.64 0.78 Sal 


* As shown in balance sheet, i.e., excluding subsequent increases and bank participations: 
+ Capital as shown in accounts of Commercial Bank of Scotland. 


show total hire-purchase debt at the end of July, 1957, at £442 millions— 
probably about £50 millions below the peak in 1955 (no exact comparison 
is possible, partly because figures before 1957 did not include all forms of 
instalment credit). By the end of June this year, total HP debt had risen 
to £503 millions; and the increase of {61 millions was wholly on the 
account of finance companies. The official figure of debts owed directly 
to retailers, after rising to £227 millions last Christmas, had in mid-June 
returned to the figure of £210 millions at which it stood in July last year. 
It must be noted, moreover, that this figure overstates the share of the 
retailers, since it makes no adjustment for paper issued by retailers and 
subsequently discounted with a finance house. Block discounting provides 
a substantial part of the business of certain finance houses—including, for 
example, Olds Discount, which now figures in two separate associations 
with banks—and to this extent, the finance houses play a larger r6le in the 
finance of household goods than is suggested by the official figures classified 
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by the initial sources of finance. It is understood that some official esti- 
mates of the volume of “ block discounting ”’ are being prepared. 

It remains true that the finance houses have their main stake in cars, 
commercial vehicles, plant and machinery, whiie the retailers are almost 
exclusively confined to household goods. ‘The Board of Trade figures 
indicate that over 75 per cent of instalment credit financed by the specialist 
companies direct is on account of vehicles, and that approximately one-half 
of this is on account of used private cars. Roughly 5 per cent is on 
account of farm equipment and industrial plant, and a similar proportion 
on account of furniture, domestic appliances and other small units, such 
as television sets—though it must be reiterated that this excludes the finance 
provided through block discounting. The balance of approximately 10 per 
cent of finance houses’ direct business is made up of caravans, pedal cycles 
and items not classified in the official returns. Since sales of cars have 
been booming in the past year while sales of other durable consumer goods 


TABLE II 
HIRE PURCHASE DEBT 
(£ millions) 
1957 1958 
Instalment Credit Balances Out- End-months 

standing for Durable Goods July Sept Dec March June 
Owing directly to household goods shops 210 211 227 216 210 
Owing directly to finance houses Ba 232 245 257 269 293 
Total of above .. - bs 442 456 484 485 503 


have been quiet, this itself offers some explanation of the decline in the 
share of retailers in total hire-purchase debt. But this trend has been 
marked since ofhcial figures were first collected. In 1955, retailers were 
shown to finance directly well over 60 per cent of total HP debt; by mid- 
1957 the figure was 47 per cent, and by mid-1958 it had fallen to 423 per 
cent. The impact of the credit squeeze on the turnover of retailers of 
household goods, its impact on 'their finances, and the increased use of 
instalment credit to finance industrial plant and vehicles have all played 
their part in the trend; but it seems certain that the increased use of finance 
companies must be due in substantial measure to the economy and con- 
venience of greater specialization. 

In view of the importance to finance houses of the trade in used private 
cars, it is a little surprising that so much use is made of the title of “* indus- 
trial banker’. ‘These specialist concerns would surely be better described 
as ‘‘ consumer finance companies ”’. 

The latest accounts of the twelve members of the Finance Houses Asso- 
ciation are summarized in Table I, together with those of Midland Counties, 
the one non-member with a share quotation. ‘The associations with banks 
are shown in parentheses; full details will be found in the article on page 561. 
The table shows considerable variation in sources of finance. But despite 
these differences, the recent growth of the larger finance houses has been 
marked to a considerable degree by common characteristics; and it is useful 
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to study the accounts of the main companies in aggregate. ‘Tables III 
and IV relate to all FHA members except the Scottish Midland Guarantee 
Trust, whose full accounts are unfortunately not published by the parent 
company, the Commercial Bank of Scotland—it is much to be hoped that 
this will not prove a precedent for the other proposed hire-purchase sub- 
sidiaries of banks. No allowance can be made in the aggregate figures for 
the small amounts of business other than the provision of finance for 
hirers transacted by some of the finance houses, and not shown separately. 
More seriously, it is not possible to show bank advances and acceptances 
separately, since some companies aggregate this item; indeed, until recently 
several companies lumped together all loans, whether from the banking 
system, the discount market or the public. Where information on the 
distribution between deposits and other loans has not been forthcoming, an 
arbitrary allocation has been made for the purposes of the tables in this 
article. 


TABLE III 
ELEVEN COMPANIES’ LIABILITIES 
(£,000s) 
1953 1954 1955 1956 1957 

Share capital and reserves “3 .. 13,870 16,081 22,052 24,373 29,869 
°” of total habilities : 18.4 13.5 13.9 15.0 13.7 
Loan capital .. a 3 - 4,294 4,726 5,493 5,085 5,074 

Bank advances, acceptances and _ bills 
discounted Ze - = a 20,350 26,593 55,167 40,957 58.802 

BBA quarterly average of advances to all 
finance companies a si - n.d. (15,100) (38,600) (28,700) (31,400) 
Deposits* .. re ed a .. 26,428 42,973 54,936 69,541 95,545 
Future tax and pension reserves - 2,407 2,633 3,726 4,429 3,898 
Deferred finance charges oi = 3,900 6,071 10,367 10.531 15,596 

Trade creditors, tax provisions, minority 
interests and other liabilities . . a 3,505 4,469 6,717 7,183 9,338 
Total liabilities. . . .. 74,756 103,564 158,459 162,097 218,122 


* Includes retentions of dealers’ balances. 


The aggregation of bank advances and acceptance finance blurs a marked 
movement away from bank accommodation after 1955. This movement 
emerges clearly from a study of the quarterly analyses of advances published 
by the British Bankers’ Association; the bankers’ figure, of course, relates 
to advances to all hire-purchase finance companies. It will be seen that, 
even after last year’s recovery, the year’s average was still some 19 per cent 
below the average of 1955. Accounts of the eleven finance companies, in 
contrast, show that bank advances and acceptances together were about 
64 per cent higher in 1957 than in 1955. The reason for the disparity is 
not altogether clear. The finance houses have certainly been leaning to a 
greater extent on bill finance. It has been difficult to get increased facilities 
at the acceptance houses, which until the recent relaxation of the credit 
squeeze were under the same official restraint as the banks, and more bills 
have been discounted on the name of a finance house alone. 
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The most striking change in the source of hire-purchase finance has been 
the rise in deposits from the public. In 1953, it will be seen, deposits in 
these eleven houses totalled £264 millions, and represented 44 per cent of 
net hirers’ balances. By 1957 the total had risen to £953 millions, or 54} 
per cent of the greatly increased hirers’ balances; and there was a still 
sharper fall in the ratio of deposits to risk capital. ‘This emerges clearly 
from ‘Table V, which shows the changes in the ratio of the main items in 
the eleven balance sheets together since 1953. The restrictions on bank 
advances and on the raising of new capital induced many finance houses, 
including a number of the larger companies, to bid aggressively for deposits 
by advertising. ‘The larger companies have hitherto stipulated a minimum 
of £500, and offered a rate of 1 per cent above Bank rate for six months’ 
money. ‘The medium-sized and smaller companies have generally offered 
more, and have accepted smaller amounts. 

The rise in deposits as a proportion of total resources between 1953 
and 1957 was associated with a fall, not in bank advances and acceptances, 
but in funded debt and capital. ‘The reasons for the increasing pressure 
on the capital base are not far to seek. Apart from an open season of some 
eight months from July, 1954, to February, 1955, the finance companies 
were precluded from raising fresh capital, whether in the form of loans or 
shares. and they were thus unable to add either to their funded debt or to 
their risk capital—though with restraint, of course, they could have ploughed 
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back reserves. Instead, the companies leaned much more heavily on short- 
term deposits; and increasingly they found and used loopholes in the 
CIC net, though the use of these was not universal. ‘The loopholes, con- 
sisting of share exchanges with companies whose assets were held in cash, 
and of conversions into share capital of existing deposits, have now been 
stopped: while the CIC bar is to be lifted where this “improves the 
stability’ of the HP financial structure—a precept that has so far been 
tested and successfully met by the participations by the banks. 

Between 1953 and 1957, shareholders’ capital was more than doubled; 
but loans from the banks, the discount market and the public increased to 
over three times the earlier figure. ‘This movement reduced the ratio of risk 
capital to these loans from 1 : 3.3 to 1:5.2. In the light of the experience 
of the last few years, the earlier ratio looks conservative to some people in 
the business; and the ratio of one to five of 1957 is found in companies a 








TABLE IV 
ELEVEN COMPANIES’ ASSETS 
(£000s) 
1953 1954 1955 1956 1957 
Net hirers’ balances* ai a .. 60,085 83,802 130,645 130,130 175,534 
Deferred finance charges ai os 3,900 6,088 10,367 10,531 15,596 
Cash and quoted investments .. “a 4,845 8,000 8,781 11,754 16,379 
Other assets ~~ ” a a 5,925 5,675 8,667 9 682 10,611 
7 - .. 74,756 103,564 158,459 162,097 218,122 





* After deducting deferred finance charges, as shown. Figures include items such as 
‘“ bills receivable ’’ and ‘‘ customers’ current accounts ”’. 


good deal smaller than the members of the FHA. An intriguing question 
now thrown up is whether increases in the capital of the finance houses 
from bank sources will lead to a marked reduction of “ gearing ’”’, or 
whether the banks will encourage a secondary increase in the finance houses’ 
resources on the increased capital base. 

Compared with the transformation on the liabilities side of these com- 
panies’ balance sheets, there are few changes in the distribution of their 
assets. The ratio of liquid assets to total assets fell off in 1955, but subse- 
quently rose to 73 per cent, compared with 6} per cent in 1953. ‘* Other 
assets’, which include fixed assets, have fallen to under 5 per cent of the 
total. This is not surprising in view of the threefold increase in total 
assets between 1953 and 1957. ‘The hire-purchase business shown under 
“hirers’ balances’ is recorded after deducting the reserve for deferred 
finance charges (made to provide for gross earnings accruing in future 
months). The reserve should not be shown as an addition to the resources 
of the company; it is a claim on existing hirers in respect of future income, 
which, subject to the costs of borrowing and collecting, is attributable to a 
future period. ‘The accompanying tables record the deferred finance charges 
because their relation to the net hirers’ balances is one of some significance. 
As a percentage of the balances they have grown steadily, from 64 per cent 
in 1953 to 9 per cent in last year’s balance sheets. ‘The higher the figure, 
the more conservative the apparent policy of the company in calculating its 


603 


EI 









































JICDOOOIOCOOnnoo0nooooonooonooooos00000000000080R07R?)?7—Rr 





MICROFILMING AT A PRICE YOU CAN AFFORD 
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current earnings. It should be remembered, however, when examining 
the balance sheets of other, smaller, companies than FHA members, that 
the rate of deferred finance charges that has been agreed with the Inland 
Revenue may be a good deal higher than the rate that emerges from a 
study of the accounts. If this is the case there are grounds for thinking 
that the company in question is overstating its earnings. 

The implications of the bank participations are discussed in the earlier 
article. ‘These acquisitions have raised the question of the policy of the 
insurance companies. In two cases last month, insurance companies gave 
up their interests to make way for the banks. ‘The majority holding of the 
Prudential Assurance in North Central Wagon is being sold to the National 
Provincial, and the 30 per cent holding of Britannic Assurance in Forward 


TABLE V 
CHANGING SOURCES OF FINANCE 


Percentage of Balance Sheet Totals: 11 Companies Combined 


1953 1955 1957 1953 1955 1957 
Share capital and reserves 18.4 13.9 13.7 Net hirers’ balances 80.4 82.4 80.5 
Loan capital es - 5.8 se Bet Deferred finance 
Bank advances and ac- charges .. ee Sa 6.5 Vea 
ceptances + .. 27.2 34.8 26.9 Cash and quoted 
Deposits .. - oe oF OS investments - 2 08 
Future tax and pension Other assets ks 7.9 $5.5 44.9 
reserves aa 54 aa a 
Deferred finance charges i. Ge Ben 
Other liabilities .. 4.7 4.2 4.3 
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Trust is being sold to the Midland Bank. It is hard to believe, however, 
that the insurance companies intend to lessen their interest in a field in 
which they have been pioneer investors. Eagie Star, for instance, held 
UDT shares from as early as 1928, and Friends Provident has owned a 
medium-sized hire-purchase subsidiary, Southern Industrial Trust, since 
1939. One possible, and desirable, way in which the insurance companies 
might renew their participation in this field would be through the merging 
and strengthening of some of the medium-sized companies (many of the 
small companies might be expected to disappear). ‘The competition for 
finance with which they may be faced in the future should encourage these 
companies to join together, preferably with an institutional sponsor. 

At the same time, it is to be hoped that more companies will secure a 
quotation. Only eleven companies in hire-purchase finance have a quotation 
at the moment, and the number will soon be reduced to eight by three of 
the banking take-overs. The greater freedom that the finance companies 
may now expect to enjoy in raising funds gives an opportunity to enlarge 
the equity, and the number of equity holders, and thus to improve viability 
and increase public investment interest. This process, particularly if it is 
accompanied by consolidation, should enable the structure of hire-purchase 
finance to recover from the distortions that haphazard intervention by the 
authorities has created over the past few years. 
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AMERICAN REVIEW 








ELDOM have the New York 

financial markets known such rapid 

changes in mood as those experi- 
enced in recent months. The Adminis- 
tration, it is true, has always discounted 
fears of a cumulative deflationary 
process and has leaned to the view that 
a revival of inflationary pressure could 
be much nearer than industry supposed, 
and the Federal Reserve Board itself 
has countered criticism of its “ dila- 
tory’’ turn (at the close of last year) 
towards credit expansion with the retort 
that its real mistake was not to take 
more vigorous action to check the 
‘ excessive liquidity ’’ built up in the 
economy during 1954-55. 

Few observers, however, were pre- 
pared for the announcement ip mid- 
August that the Federal Reserve Bank 
of San Francisco was raising its re- 
discount rate from 1? to 2 per cent. 
True, that West Coast bank has in 
recent years always been one of the 
most sensitive of the Reserve Banks 
about inflation. None the less, the 
natural reaction of many well-informed 
observers was to express surprise that 
this (at least nominally) restrictive step 
should be taken when the index of 
industrial production (based on 1947-49) 
was still 14 points—or almost 10 per 
cent—below the peak touched in 1956 
and when the unemployment figure 
was still in excess of 5 millions. 

What does seem to be certain is 
that, at least in the opinion of the 
Reserve Board itself, earlier doubts 


about the solidity of the recovery are 
no longer valid. On that basis, the San 
Francisco rate was expected to become 
general within a short period and 
markets were prepared to see the com- 
mercial banks held on a fairly short rein. 

Although this abrupt change in policy 
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followed quickly on Middle Eastern 
events, these have had no more than a 
marginal impact on the US economy. 
Their main effect has been to foster 
the belief that inventory de-stocking 
(which was a formidable factor in the 
recent decline of production) will 
shortly give way to a new phase of 
accumulation. This, in turn, has 
brought revised assessments of the im- 
pact of very substantial increases in 
Federal expenditures in 1958-59 and 
predictions that the gross budget deficit 
for the year to June 30 may be $12,000 


millions. 


Steel and Motor Hopes 


Signs of business expansion had cer- 
tainly become more widespread during 
the first weeks of August. Industrial 
production in July rebounded to 133 
(with the June level revised to 131) on 
a seasonally-adjusted basis and was then 
7 points (or between 5 and 6 per cent) 
better than the low point of 126 touched 
in April. With this rapid pace of 
recovery steel manufacturers were fore- 
casting a production rate of between 
70 and 75 per cent of capacity during 
the final quarter, while a spokesman 
for General Motors predicted that the 
automobile industry will be back in 
1959 to a passenger car sales figure of 
53 millions, against probably 4} mil- 
lions for 1958. 

However, it remains true that the 
business situation itself did not then 
suggest the near threat of really damag- 
ing inflationary pressures. One of the 
biggest factors counselling the Federal 
Reserve Board to caution and restraint 
was the quite astonishing boom on 
stocks in Wall Street and the simul- 
taneous near-demoralization of ‘Treas- 
ury bonds which, on a 3} to 34 yield 











































































basis for longer-term issues, again In the past this regulation has proved 
touched the lowest levels seen since’ effective in reducing “‘ boom psycho- 
the war. Fed by what is described as_ logy” and curbing the activities of 
“inflationary psychology’’, the Dow _ speculators. 
industrial average of stocks again ap- The malaise of the bond market is 
proached the 1957 peak of 521 (at 512) the subject of more detailed review on 
early last month, rising by almost one- page 569. The immediate points worth 
fifth within a few months from a low noting here are that there has been no 
point of 437 and bringing yields on a__ return in 1958 to the exceptional credit 
representative list down by a full point ease of 1954-55; that general restraint 
to below 3? per cent. should not neet to be pushed far, and 
A few days before the rise in the that the readjustment of yields as con- 
rediscount rate at San Francisco the  solidation proceeds, from steps already 
Reserve Board raised its cash ‘‘ margin’? taken, may exert an appreciable brake 
a requirements for Stock Exchange trans- on the now buoyant constriction in- 
actions from 50 per cent to 70 per cent. dustry. 








ig 
ié 7. ° + 
r American Economic Indicators 
if 1957 1958 
S 1955 1956 1957 
. Dec May June July 
‘ Production and Business: 
| *Industrial production (1947-49=100) 139 143 143 =135 128 131 #133 
*Gross private investment (billion $).. 60.6 65.9 64.4 61.3 480 — ao 
t *New plant and equipment (billion $) 28.7 35.1 37.0 36.2 31.4 — 30.3 
) *Construction (billion $) a .. 44.6 46.1 47.3 48.6 47.1 47.6 48.4 
Housing starts (000 units) .. .. 110.7 93.2 86.8 63.4 105.0 115.0 111.0 
*Business sales (billion $) _... o< 7, oe 54.8 3.3 56s 52.4 531 — 
*Business stocks (billion $) .. i. —e 89.1 90.7 90.7 87.0 865 — 
Merchandise exports (million $) .. 1,296 1,591 1,734 1,639 1,638 1,408 — 
Merchandise imports (million $) .. 949 1,051 1,082 1,141 1,063 — — 


Employment and Wages: 


*Non-farm employment (million) .. 50.1 51.9 52.5 52.0 50.1 50.3 50.4 
Unemployment (000s) - .. 2,904 2,822 2,936 3,374 4,904 5,437 5,294 
Unemployment as % labour force .. 4.4 4.2 4.3 5.0 7.1 7.7 7.5 
Hourly earnings (mfg) ($) .. .. 1.88 1.98 2.07 2.10 2.12 2.12 2.13 
Weekly earnings (mfg) ($) .. .. 76.52 79.99 82.39 82.74 80.83 83.10 83.50 

Prices: 


Low 390 402 382 
Farm products (1947-49 =100) <<a 88.4 90.9 92.6 98.5 95.6 95.0 
Industrial (1947-49=100) .. .. 117.0 112.2 125.6 126.1 125.3 125.3 125.7 
Consumers’ index (1947-49=100) .. 114.5 116.2 120.2 121.6 123.6 123.7 — 


Moody commodity (1931 =100)4 High 418 442 382 } 391 403 398 405 


Credit and Finance: 


Bank loans (billion $) .. 82.6 90.3 94.3 94.3 92.8 94.9 — 
Bank investments (billion $) se. Se 74.8 75.6 75.6 82.6 84.7 — 
Bank loans (partial) (billion $) .. 26.7 31.3 yO Bee 29.8 30.4 29.5 
Consumer credit (billion $) .. + ae 42.0 44.8 44.8 43.0 43.1 — 
Treasury bill rate (%) ed ss 2.66 3.27 3.10 1.05 0.9 0.96 
US Govt Bonds rate(%) .. . aa 3.08 3.47 3.30 3.14 3.20 3.36 
Money supply (billion $)_.. .. 216.6 222.0 227.7 227.7 228.1 229.4 — 


Federal cash budget (+ or-—) (mill $) -—740 +5,524 +1,193 -4,435 +1,417 — — 


Notes.—Starred items are seasonally credit show amounts outstanding at the end 
adjusted. Latest figures are preliminary of the period. Moody’s commodity index 
or estimated. Yearly figures are given for shows high and low 1955-57, and end- 
private investment and equipment for month levels. Weekly bank loans are derived 
1955-57 and then quarterly figures at annual from partial returns only. Budget figures 
rates. Construction figures show monthly are cash totals. Quarterly figures are 
averages 1955-57. Business sales and stocks, throughout shown in the middle month of 
money supply, bank loans and consumer _ the quarter. 
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If ary of your customers are going to visit Australia or New Zealand, 
you can render an additional service by giving them the relative A.N.Z. 
Bank Guides. These conveniently-sized publications deal individually with 
many of the principal cities* and each contains (in addition to maps and 
street plans) information which your customers cannot fail to find helpful. 
You can obtain supplies of all A.N.Z. Bank Guides to Australia and New 
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INTERNATIONAL 





REVIEW 








ARGENTINA 


Oil Plans Announced—In his long- 
awaited statement on oil development, 
Dr Frondizi, the Argentine President, 
revealed that the Government plans to 
raise domestic production from its present 
level of 5 million cubic metres to 16 
million cubic metres by 1961. Develop- 
ment contracts worth some US $1,000 
millions had either been completed or 
were under negotiation—mostly for work 
in areas already largely developed, since 
transport difficulties would prevent rapid 
exploitation of other prospective oil pro- 
ducing areas. ‘The completion of this 
programme would make Argentina largely 
independent of foreign oil supplies—at 
present two-thirds of its requirements 
are imported—but meanwhile, Dr Fron- 
dizi said, it was essential to cut oil 
imports and use the exchange so saved 
to cover imports of machinery and raw 
materials for national development. ‘The 
President pointed out that when the 
Government took office gold and foreign 
exchange reserves amounted to only $250 
millions, whereas financial obligations to 
be met before the end of the year totalled 
$645 millions. Finance for oil develop- 
ment would have to be obtained by 
arranging credits with foreign suppliers 
of capital equipment. 


Exchange Move—As a further move 
to reduce pressure on official gold and 
foreign exchange reserves, the Govern- 
ment has ruled that half the exchange 
needed for many imports previously 
entitled to foreign currency allocations 
at the official rate will in future have to 
be obtained in the free market. 


Ex-Im Mission—The visit to Argentina 
of a US Export-Import Bank mission in 
July is said to have had inconclusive 
results, though there is believed to be a 
possibility that it will lead to fresh dollar 
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credits being granted to private industry 
in the country. 


AUSTRALIA 
No Change Budget—Sir Arthur 


Fadden, Federal ‘Treasurer, granted no 
significant tax cuts in his budget. But 
he gave effect to the Government’s 
decision to make the maintenance of 
business activity the first objective of 
fiscal policy by declaring that the pros- 
pective budget deficit of {A110 millions 
stemming from the fall in farm incomes 
would be met by credits from the cen- 
tral bank. 

No Further Import Cuts—Despite the 
deterioration in external payments, Sir 
Arthur said that the Government did 
not intend for the present to lower the 
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import ceiling from its present level of 
£A800 millions per annum. 


Reserves and Trade—Total gold and 
foreign exchange reserves fell by £A42 
millions to £A525 millions in the year to 
June 30 last. ‘The favourable balance of 
visible trade was £A237 millions smaller 
than in the previous year at £A23 
millions. Net payments on invisibles 
increased by £A34 millions to {A201 
millions. Export earnings fell by £A164 
millions, while outgoings on imports 
showed a rise of £A70 millions. 


Decimal Currency?— The Federal 
Prime Minister, Mr Menzies, has agreed 
to appoint a special committee to investi- 
gate the possibility of converting the 
Australian currency system to a decimal 
basis. 


BRITISH GUIANA 


Development Loan — The British 
Government has agreed to lend £5} 
millions for financing development up to 
the end of 1959 and to examine ways of 
helping Guiana to obtain funds from 
other sources. These decisions were 
made during talks in London between the 
UK authorities and a British Guiana 
financial delegation which had asked for 
a very much larger loan. 


CANADA 


Raising World Liquidity—Mr Diefen- 
baker, the Prime Minister, has given first 
details of his plan to improve inter- 
national liquidity by strengthening the 
International Monetary Fund and the 
World Bank. In a statement to the 
country’s Parliament at the end of July 
he suggested that national quotas at the 
Fund should be raised by 50 per cent, and 
that the amounts pledged but not actuaHy 
subscribed by member countries to the 
capital of the World Bank be doubled. 
These measures, he asserted, would 
assure the less developed countries of 
further assistance and act as a bulwark 
against Soviet penetration in the “ un- 
committed ”’ nations. 


Lower Trade Deficit—Offcial figures 
show that the trade deficit dropped to 
$194 millions in the first half of 1958 
from $574 millions a year earlier, the 
improvement being due almost entirely 
to a sharp contraction in imports. The 
fall in purchases from abroad affected 
principally American goods; imports 


from Britain were slightly higher than a 
year earlier. ‘The Minister of Trade, Mr 
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Churchill, has again emphasized the 
Government’s desire to re-establish the 
former triangular pattern of trade be- 
tween the US, Canada and Britain. He 
denied that the Canadian ‘Trade Mission 
to the UK had as its objective the 
diversion of 15 per cent of Canada’s 
import trade from the US to Britain, but 
said that Britain could produce many of 
the goods Canada now purchased from 
the US and that these might more wisely 
be taken from Britain. 


Gold Subsidy—Legislation is being 
introduced to raise the subsidy payable 
to the gold-mining industry by 25 per 
cent. 


CEYLON 


New Taxes—The budget statement 
for 1958-59 presented to Parliament by 
the Finance Minister, Mr Stanley de 
Zoysa, provides for new taxes on wealth, 
personal consumption, expenditure and 
gifts and the taxation of capital gains as 
income. ‘The separate taxation of com- 
panies’ income and profits is replaced by 
a uniform tax on profits, and many forms 
of tax allowance are suspended. Import 
duties on a wide range of luxury goods 
have been raised steeply. Despite these 
changes a budget deficit of Rs 200 millions 
is expected in the coming year, but the 
Minister hopes that it will be possible to 
cover the whole of this by foreign borrow- 
ing. Negotiations for borrowing such an 
amount were going forward, he disclosed. 


World Bank Loan—The World Bank 
has granted Ceylon a loan of $7.4 millions 
to help finance a thermal power project. 


Fall in Reserves—aAt the end of June 
Ceylon’s external assets totalled Rs 834 
millions—Rs 170 millions below the level 
at which they stood last October. 


COLOMBIA 


Credit Cover Restored—The UK Ex- 
port Credits Guarantee Department has 
notified its policy-holders that cover is 
once more available for business with 
Colombia. The Department suspended 
cover for all new business at the begin- 
ning of August, 1957, because of the 
substantial exchange delays and the un- 
settled outlook. 


COMMON MARKET 


Banking Study—A new banking group 
has been set up to study the possibilities 
for banking co-operation within the 
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common market area. It includes repre- petrol duties. ‘The remaining Frs 205,000 
sentatives of French, German, Italian millions of supplementary outlays is ex- 
and Belgian banking houses. pected to be covered by the increase in 


New Banking Consortiums — The ‘Tevenue beyond estimate. 
Consafrique, the organization set up two Reserves Rise—There has been a sharp 
years ago by the Deutsche Bank, Ham- recovery in the country’s external reserves. 
bros and the Banque de I’Indochine to It was recently estimated that foreign 
finance the development of African currency resources other than the Bank 
natural resources, has brought in the of France’s gold stock have risen to the 
Nederlandsche Bank to hold one-sixth of equivalent of £200 millions sterling. ‘The 
the issued capital; and the Banque de main factors in this rise appear to have 
Paris et des Pays Bas has joined with the been sales of gold by French nationals 
Deutsche Bank to form the Société tocover subscriptions to the recent index- 
Europeenne de Developpement In- _ linked loan and the repatriation of foreign 
currency and securities held abroad fol- 
lowing the granting of an amnesty to 
DENMARK those who have illegally kept assets in 
Bank Rate Cut—The Bank rate was sonengy —— 
reduced from 5 to 4$ per cent in mid- EPU Credit Renewed—The OEEC has 
August, following the continued im- renewed for a period of a year the $250 
provement in Denmark’s external pay- million credit granted to France by EPU 
ments accounts. The excess of gold and ™ January. The credit automatically ex- 
foreign currency holdings over short- pired at the end of June, at which came 
cron Uehdiisien mew euceeds Me 725 oo $108 millions of the total involved 
millions, whereas a year ago there was a remained undrawn. 
substantial net deficit, and the Govern- 
ment feels that it is now in a strong GERMANY 
enough position to take measures to Surplus Grows—Exports again moved 
counter the decline in business activity sharply ahead in July, raising the trade 
at home. surplus for the first seven months of 1958 
to the equivalent of £265 millions, com- 
EGYPT pared with £197 millions in the same 
months of 1957. 


dustriel. 


Compensation Agreement—A Franco- : 
Egyptian compensation agreement has More Export Finance—Plans for ex- 


been signed following talks between the panding credit facilities for the export 
two countries lasting almost a year. It Of capital goods by DM 400 millions have 
provides among other things for the de- been announced. — The Ministry of 
sequestration of French property in Federal Property is to place DM 260 
Egypt and for the payment of compensa- millions at the disposal of the State- 
tion for French property nationalized or controlled Reconstruction Bank. — The 
liquidated by the Egyptian Government. Bank is also to raise DM 150-200 millions 
Conflicting reports appear of Egyptian © the open market for financing export 
claims and French counter-claims arising Credit. 
from the French military intervention at American Investment — New York 
Suez. Exploratory talks have also been bankers, Arnhold and Bleichroder, have 
held between British and Egyptian repre- formed a consortium of American in- 
sentatives about a possible resumption of | surance companies and finance houses to 
the earlier discussions in Rome on_ place US funds in Germany, mainly in 
financial issues outstanding between the _ the form of loans to industrial companies. 
two countries. Roads Programme—The Minister of 
Transport, Herr Seebohm, has an- 
FRANCE nounced a seven-year road development 
programme for the building of over 
1,000 miles of super-highways at a cost 
of some £300 millions. 


Profits Levy—The Government has 
announced new fiscal measures to raise 
Frs 50,000 millions to help offset the 
inflationary impact on supplementa 

budget expenditures for 1958, now roe GHANA 

mated at Frs 255,000 millions. They Volta Scheme Again—Talks between 
include a ‘‘ once-for-all ”’ levy on com- a Ghana mission headed by the Prime 
pany profits, a tax on business turnover, Minister, Mr Nkrumah, and President 
taxes on certain luxury items and higher Eisenhower at the end of July about the 
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*Recordak’ is a registered trade-mark 





possibility of American finance for the 
Volta River scheme brought Ghana no 
more than a promise of US aid in meet- 
ing the cost of bringing up to date 
reports on the scheme prepared in 1955. 


GREECE 


Debt Settlement Hopes—The Finance 
Minister, Mr Papaconstantinou, said re- 
cently that the Government appreciated 
that a settlement of pre-war debts 
would help greatly to bring about the full 
restoration of Greek credit. But it did 
not consider it right to start making pro- 
vision for the service of the pre-war debt 
before reaching an agreement with the 
creditors. Such an agreement, he went 
on, would have to take account of the 
fact that the Greek economy was still 
under development, and provide equal 
treatment for Greek and foreign creditors. 


INDIA 


Discussions on Aid—A_ conference 
attended by representatives of the US, 
Britain, Western Germany and Japan was 
held in Washington towards the end of 
August to consider the possibility of 


Microfilming 


THE FAS 7 way 


Microfilming enables a bank to 
keep an easily accessible record of , 
all the cheques that pass through. 
The ‘Recordak’ High-Speed . 
Microfilmer records cheques at 
the rate of 350 a minute. This 
compact, easy-to-operate machine 
brings increased business efficiency 
wherever it’s installed. Why not 
ask for a demonstration ? 


SRECORDERK 
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The Recordak Division of Kodak Ltd. 
1-4 Beech Street, London, E.C.1 
and at 11 Peter Street, Manchester 2 








helping India to overcome its external 
payments crisis. Before the conference 
the Indian Finance Minister, Mr Desai, 
had pointed out that the country needed 
to raise an additional $1,200 millions 
abroad if it was to get through the 
remainder of the 1956-61 Development 
Programme without making further in- 
roads into exchange reserves. He an- 
nounced that it had been decided to make 
the allocations for imports granted in 
April for six months cover a nine-months 
period. 

Record Deficit—The Reserve Bank’s 
report for 1957-58 reveals that the current 
account deficit for the year to March 31, 
1958, was Rs 4,511 millions, the largest 
ever. Drawings on reserves at Rs 2,599 
millions were also a record, despite an 
appreciable increase in foreign aid and 
heavy drawings on the _ International 
Monetary Fund. 


IRAQ 


New Planners—A new law providing 
for the establishment of a “‘ Development 
Guidance Committee’ to review the 
country’s five-year development plan has 
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been published by the new Government. 
It abolishes the Executive Board of six, 
which included a Briton and an American, 
and places final power in a committee of 
six composed of the Premier, Colonel 
Aref, and five Ministers. This body will 
appoint the Development Guidance 
Committee of experts, who may be Iraqi 
or foreign. It has been stated that all 
signed contracts will be honoured. 


Oil Talks—The new Government has 
made it clear that it does not intend to 
interfere with the flow of oil from the 
country and is anxious to see production 
increased, but it wishes to conclude new 
agreements with foreign oil concerns 
to increase its share of the profits. 


IRISH REPUBLIC 


Hopeful Trend—The quarterly bulletin 
of the central bank says that the marked 
improvement in the country’s external 
payments between 1956 and 1957 en- 
courages the belief that the Republic’s 
economic ills are not incurable. It argues 
that if sound policies are followed and 
adverse trends corrected in time, sub- 
stantial economic progress is possible. 


Credit Expansion — ‘The assets of the 
banking system within the country 
showed an increase of £20 millions in the 
year to June 30. ‘There was an increase of 
{7 millions in advances, a rise of similar 
size in net external assets and a jump of 
rather more than £6 millions in holdings 
of cash and Government securities. 


New Industry— The Government has 
announced its intention to establish an 
ammonium nitrate fertilizer industry 
using milled peat as its raw material. A 
State company with a capital of £6-8 
millions will be set up for the purpose. 


Health Scheme—The Irish Voluntary 
Health Insurance Scheme introduced in 
October of 1957 is said to have met with 
a good initial response. Some 15,000 
subscribers have been enrolled to date. 
The scheme is intended to provide people 
in the middle and upper income groups 
with medical services that are available 
free or at low cost to the lower income 
groups. 


JAPAN 


Anti-recession Moves—The authori- 
ties are making plans to check the decline 
in business activity by fiscal adjustments 
aimed at stimulating demand. The falling 
off in activity has been causing a good 
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deal of concern in the business com- 
munity. 

Ex-Im Credits—Loans for a total value 
of about $16 millions have been granted 
to Japan by the US Export-Import 
Bank, mainly for financing the purchase 
of US equipment for electric power 
development. 


MALTA 


Dockyard “Agreement”—'The island’s 
Lieutenant - Governor, Mr ‘Trafford 
Smith, has announced that talks on the 
transfer of the Royal Naval Dockyard on 
lease to the South Wales ship-repairing 
firm of C. H. Bailey have reached the 
stage of ‘‘ agreement in principle’. He 
added that this proposal offered the best 
solution for the unemployment problem. 
The intention is that Bailey’s will absorb 
the 6,800 men working in the dockyard 
proper, while the Admiralty will retain 
the naval base employing 5,200 men. 


MEXICO 


More Trade with Britain ? — ‘The 
Minister of Economy, Senor Loyo, 
visited Britain with 14 industrialists 
during August to investigate the possi- 
bility of enlarging Mexico’s purchases 
of capital goods for development from 
Britain. 


NEW ZEALAND 


Arranging Dollar Loan— ‘The Prime 
Minister, Mr Nash, has announced that 
arrangements are being made to raise a 
credit in the New York market on the 
security of the gold reserve of $33 
millions. Early in August, Mr Nash 
said that a further £424 millions would 
have to be borrowed abroad to finance 
the deficit in external payments. 


** Join Fund and Bank ”’—In its annual 
report to Parliament, the Reserve Bank 
recommends that New Zealand should 
reconsider its earlier decision not to 
apply for membership of the Inter- 
national Monetary Fund and the World 
Bank. 

Advances Above Limit—Although the 
banks have been doing their best to 
restrict loans, they failed to bring them 
down to the target figure of £156 mil- 
lions by the end of June set by the 
Finance Minister; their actual level at 
that date was £173 millions. The banks 
have stated that severe pruning of over- 
drafts was impossible at a time of falling 
exports and big seasonal demands for 
finance. 
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NIGERIA 


Fiscal Plans—A report prepared by 
the Nigerian Fiscal Commission stresses 
the importance of ensuring complete 
freedom of internal trade throughout 
the country under any future consti- 
tutional system. It suggests that customs 
and excise duties and taxes on company 
profits should be Federal in application, 
as should any sales tax, but argues that 
the regions should have jurisdiction over 
personal income tax levied on both 
Africans and non-Africans. 


PORTUGAL 


Fiscal Reform ?—Dr Salazar, the Prime 
Minister, has made extensive changes 
in the composition of his Government, 
nine of the existing Ministers having 
been replaced. It has been reported 
that this step is the prelude to the in- 
troduction of sweeping fiscal reforms, 
the inauguration of extensive social 
reforms promised during the recent 
Presidential election and the speeding-up 
of the country’s development programme. 


SOUTH AFRICA 


Trade Deterioration — Merchandise 
imports in the first half of the year were 
higher by £37 millions than in the 
corresponding period of 1957, at £306 
millions, whereas merchandise exports 
were lower by £27 millions, at £202 
millions. Gold exports were up by £25 
millions, at £125 millions, so that on 
balance there has been a net deterioration 
of £39 millions. ‘Towards the close of 
the half-year the expansion in imports 
showed signs of meeting a check, pos- 
sibly as a result of the Government’s 
measures to discourage spending abroad 
through the tightening of monetary 
policy. But there were no signs that 
the fall in merchandise exports was 
coming to an end. 


Reassurance to Investors — The 
Finance Minister, Mr Naude, reiterated 
during the budget debate his earlier 
assurance that the Government would 
place no obstacle whatever on the with- 
drawal of capital by foreign investors 
from the Union or upon transfer of the 
income derived from such investment. 


Gold Inquiry Rejected—Dr Van Rhijn, 
the Minister of Mines, has turned down 
the Nationalist Party’s suggestion that 
there should be an inquiry into the gold- 
mining industry, arguing that the time 
is not ripe for such a move. The Minister 
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said that the industry could no longer 
be regarded as a foreign industry. It 
was becoming more and more a domestic 
industry and much of the Union’s 
secondary industry had stemmed from 
it. ‘The idea of nationalizing the mines 
was “‘ dead ’’. 

Decimal Coinage ?—The Commission 
on the Decimalization of the Union’s 
Coinage appointed at the end of 1956 
has presented its report to the Minister 
of Finance. 

CDFC Loan— The Commonwealth 
Development Finance Corporation of 
London is making a loan of £1 million 
to Fisons (Pty) of Durban to finance a 
new factory in the Orange Free State 
for producing fertilizers. 


SUDAN 


Nile Waters Dispute—The diversion 
of Nile waters into the Managil channel 
of the Gezira cotton scheme at the 
beginning of July drew a protest from 
the Egyptian Government, which 
claimed that the resulting contraction 
in the quantity of Nile water reaching 
Egypt would damage the interests of 
14 million Egyptians. Sudan argued that 
the water now being diverted would 
otherwise be wasted and contended that 
it is not bound by the terms of the 1929 
Nile Agreement signed when the country 
was being administered as an Anglo- 
Egyptian condominium. 

World Bank Loan—The World Bank 
is granting a loan of $39 millions to the 
Sudan for financing the development of 
the railway system. 


SWITZERLAND 


Foreign Issues Again—lIt is expected 
that a number of substantial loans will 
be raised on foreign account in the 
Swiss market during the second half of 
1958, the first foreign borrowing there 
since early in 1957. ‘The reopening of 
the market to foreign loans is a sequel 
to the general easing of money con- 
ditions within the country in recent 
months. 


TUNISIA 


A Central Bank—An agreement has 
been concluded between the French and 
Tunisian Governments providing for the 
creation of a Tunisian central bank. 
The functions of the bank will include 
the operation of the ‘Tunisian note issue, 
previously undertaken by the Bank of 
Algeria and ‘Tunisia. 











APPOINTMENTS AND RETIREMENTS 


Midland Bank CGM 


Mr O. E. Wood is to become sole chief general manager of Midland Bank on 
October 1 on the retirement of Mr F. E. G. Hayward, formerly joint chief general 


manager with Mr Wood, after 48 years’ service. 


Mr H. H. Thackstone and Mr 


E. J. W. Hellmuth, now joint general managers, have been appointed assistant 
chief general managers, and Mr L. C. Mather, general manager of the bank’s 
Executor and Trustee Company, has been appointed a joint general manager. 


Bank of Montreal—M\r A. D. Harper is to 
retire from his position as manager of the 
main London office. His successor will be 
Mr E. A. Royce from Ottawa. 

Barclays Bank—JLuton Dist, Local Head 
Office: Mr D. R. Pelly to be a local directors’ 
assistant. Head Office: Mr C. P. Lunn, 
from Chief Foreign Branch, to be a general 
managers’ assistant. Chief Foreign: Mr 
F. W. Weir to be a joint manager on retire- 
ment of Mr M. R. Gravatt; Mr J. Cowham 
to be an assistant manager; Mr R. G. Ball 
to be a sub-manager on retirement of Mr 
E. E. Taylor-Smith. Amlwch: Mr J. C. 
Arrowsmith, from Ruthin, to be manager. 
Bishop’s Stortford: Mr G. W. D. Winkley, 
from Stansted, to be manager on retirement 
of Mr W. S. Whittingham. Corby: Mr 
W. J. Hurry, from Market Place, Kettering, 
to be manager. Anebworth: Mr K. S. 
Forsdyke, from Bedford, to be manager on 
retirement of Mr F. E. Neale. Leeds, Park 
Sq: Mr C. O. Abbott, from Albion St, to 
be manager. 

Lloyds Bank—Head Office: Mr W. R. O. 
Griffiths, from Exchange, Liverpool, has 
been appointed for special work under the 
general managers; Advance Dept: Mr 
A. J. K. Anderson to be a controller; Chief 
Inspector’s Dept: Mr H. D. de Wolf, from 
South Woodford, to be an_ inspector. 
London—South Woodford: Mr P. Kk. Buck- 
ley, from Hastings, to be manager; Stratford: 
Mr J. L. Newman, from Ludgate Hill, to 
be manager; Streatham: Mr R. H. Tubbs, 
from Stratford, to be manager on retirement 
of Mr R. 'T. Bryan. Abingdon: Mr C. M. 
Ruck, from Oxford, to be manager. 
Martins Bank—Mr H. 'T. Dawson to be 
sub-manager of the Trustee Dept on retire- 
ment of Mr A. R. Clough. General Board: 
Mr P. E. Bates has been elected to the 
general board. Head Office, Trustee Dept: 
Mr F. S. Martin to be an assistant manager. 


Kendal, Trustee Dept: Mr J. H. Ajdley, 
from Manchester, to be manager. Long- 


town: Mr J. M. Bainbridge, from Wigton, 
to be manager. Manchester, Trustee Dept: 
Mr J. R. C. Seammen, from Head Office, 
to be assistant manager. 

Midland Bank—Head Office: Mr R. J. 
Hindle, from Dale St, Liverpool, to be a 
superintendent of branches in succession to 
the late Mr R. L. Ellison. London—JSpital- 


fields: Mr A. L. Blunden, from Queen Vic- 
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toria St, to be manager on retirement of 
Mr C. J. Hunt; Westminster, Victoria St: 
Mr A. W. Alston to be sole manager on 
retirement of Mr E. J. Mander. Cleck- 
heaton: Mr P. N. Goodwin, from Cloth Hall 
St, Huddersfield, to be manager on retire- 
ment of Mr F. White. Criccieth: Mr P. W. 
Williams, from Wrexham, to be manager on 
retirement of Mr E. E. Owen. 
Midland Bank Executor and Trustee— 
Head Office: Mr G. A. Haskew, of Liverpool 
branch, to be a superintendent of branches. 
National Provincial Bank—Aberystwyth: 
Mr J. R. Evans, from Holywell, to be 
manager on retirement of Mr D. I. Thomas. 
Bethesda: Mr R. A. Jones, from Dolgellau, 
to be manager. Birmingham, Frederick St: 
Mr G. B. Coles, from Leicester, to be 
manager. Bromley: Mr H. E. O. Good- 
child, from Loughton, to be manager on 
retirement of Mr E. G. Whitby. Burslem: 
Mr K. C. Bean, from Ipswich, to be manager 
on retirement of Mr W. S. Bickell. Colwyn 
Bay: Mr J. H. Gee, from Bethesda, to be 
manager on retirement of Mr D. E. Price. 
Goole: Mr J. Warren, from Woodhouse 
Lane, Leeds, to be manager on retirement 
of Mr R. F. Jarrom. Kingsbridge: Mr N. C. 
Cornish, from Dulverton, to be manager. 
Rugby: Mr J. E. Holifield, from South- 
ampton, to be manager. 

Smith St Aubyn & Co—Mr J. F. B. 
Pomeroy, from this company, and Mr 
C. W. Brocklebank, from Clive Discount 
Company, have been appointed managing 
directors. 

Westminster Bank—Overseas Branch: Mr 
J. G. Topham to be deputy principal, 
Merchandise Dept, on retirement of Mr 
S. E. Norris; Mr A. R. Sayers to be assistant 
principal, Merchandise Dept; Mr H. Fill- 
more to be principal’s assistant, Securities 
Dept. London—Blackfriars: Mr J. R. Laver, 
from Orpington, to be manager in succession 
to the late Mr R. Mullens; Grosvenor Gdns: 
Mr F. G. Bell, from Lloyd’s Bldg, to be 
manager; Highbury: Mr A. C. Rowe, from 
Stockwell, to be manager on retirement of 
Mr W. H. Howard; North Acton: Mr T. J. 
McGarry, from Watford, to be manager; 
Stockwell: Mr R. E. Hebditch, from Chan- 
cery Lane and Holborn, to be manager; 
Streatham: Mr E. J. Sullivan, from North 
Acton, to be manager on retirement of Mr 
G. J. Perfitt. 











Averages 


al 1921 
(r 1922 
it 1923 
. 1924 
1925 
1926 
f 1927 
: 1928 
é 1929 
‘ 1930 


I 1931 
- 1932 
: 1933 
1934 
1935 
, 1936 
1936 
, 1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1951: Oct 


1957: May .. 


July .. 
Aug .. 
Sept .. 
Oct .. 
Nov .. 
Dec .. 


1958: Jan 
Feb .. 
Mar .. 
April .. 
May .. 
June .. 
July .. 








of Months: 


Nov .. 


June .. 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 


6.368 


Liquid Assets 
£mn Zot 
680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,098 33 
2,218 35 
2,256 35 
2,423 39.1 
1,981 32.0 
2,065 32.9 
2,166 33.4 
2,305 35.5 
2,270 35.3 
2,278 35.4 
2,364 36.2 
2,404 36.9 
2,664 38.5 
2,563 37.8 
2,254 35.2 
2,160 33.9 
2,136 33.1 
2,079 32.4 
2,191 32.8 
2,257 33.8 








TDRs 


{mn 


1,002 


1,811 


1,492 
1,308 
1,284 


* Ten clearing banks for 1921-35, thereafter eleven. 
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BANKING STATISTICS 


Banking Trends since World War I* 


Investments 
£mn Zot 
325 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
1,555 25.1 
2,033 32.9 
1,994 31.7 
1,989 29.9 
1,998 30.7 
2,016 31.4 
2,020 31.4 
2,030 31.1 
2,037 31.3 
2,049 29.6 
2,080 31.0 
2,084 32.6 
2,094 32.9 
2,136 33.1 
2,163 33.7 
2,181 32.7 
2,193 32.9 


+t Ratios to gross deposits. 


Advances 
{mn % 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
1,897 30 
1,925 31 
1,999 31 
2,080 32 
1,992 30 
1,964 30 
1,954 30 
1,921 29 
1,874 28 
1,881 27 
1,859 27 
1,880 29 
1,917 30 
1,964 30 
1,962 30. 
2,030 30. 
1,997 29. 
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Bank rate .. 
Treasury bills: 


3 months 


Short money: 





M ondays . 


Bankers’ deposit rate 


* Preceding Friday. 
+ Raised to 7°%% on 19.9.57. 
|| Lowered to 44% on 14.8.58. 


Average allotment rate* 
Market’s dealing rate, 


Clearing banks’ minimum 
Floating money .. “a 


Aug 19, June 23, July 21, July 28, Aug 4, Aug11, Aug 18, 
1957 1958 1958 1958 1958§ 1958 1958 
Per cent 
St St 5 5 5 43) 
4 +2 4} 43 4 3% 3 #8 

343 4 Js 4 i 4 i 3 $8 3 38 
3 3 3 3 3 3 24 
34 3} 34 3} 34 3} 2? 
34-4 34-4} 37-44 37-44 34-3% 34-4 32-33 
§ Tuesday following Bank-Holiday Monday. 
t Lowered to 6°% on 20.3.58, to 54% on 22.5.58, and 


Trend of “ Risk’’ Assets 


(£ millions) 














































July 16,1958 | --———-——— CHANGE IN ——--——— 
% of Year to | Monthly Periods 
Gross July | 1958 — 
Deposits 1958 | April May June July 
Investments: 
Barclays 529.2 36.0 +39.2 | +22.6 +10.2 — - 1.2 
Lloyds 410.9 34.0 +76.3 : +2.2 —- 2.8 3.1 +11.6 
Midland .. 476.9 32.9 +24.3 {| +10.2 +10.1 - + 0.1 
National Provincial .. 239.5 30.3 +27.1 | + 4.4 4+ 4.7 4+ 5.0 —- 0.1 
Westminster. . 278.7 32.8 +25.4 | — - 5.2 +10.4 + 0.2 
District 74.3 30.7 — 4.4 | — — —- 2.0 — 
Martins 89.8 28.5 + 0.8 | — -— ~ — 
Eleven Clearing | 
Banks ..2,192.9 32.9 | +195.0 | +42.6 +27.1 +18.1 +4+11.5 
| 
Advances: 
Barclays 995.8 26.9 | --7.9 | +48 -1.9 +16.4 - 78 
Lloyds 370.4 30.6 | —- 9,3 +12.3 + 4.7 +10.1 -10.0 
Midland .. 420.5 29.0 | 13.0 + 5.2 + 5.5 + 1.7 0.8 
National Provincial .. 260.4 32.9 — 4,7 + 5.7 -— 4.7 + 6.4 —- 5.1 
Westminster . . 266.2 31.3 14.4 10.8 - 1.2 +17.4 —- 2.8 
District 75.% F.3 - 0.5 t+ 5.3 - 0.2 + 4.9 - 0.3 
Martins ; 94.3 30.0 3.8 3.3 - 2.0 + 3.8 —- 3.0 
Eleven Clearing 
Banks ..1,996.5 29.9 | + 4.6 | +46.9 - 2.5 +467.9 —-33.0 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Mar June July Dec Mar June July 
O/ O/ oO/ O/ oO, O/ Oo, O/ O/ oO, 0 
Barclays 28.8 37.9 34.5 36.3 31.8 31.7 34.2 37.7 34.2 32.7 33.9 
Lloyds 31.1 34.4 32.4 34.4 29.7 32.9 35.8 37.3 31.9 31.2 31.3 
Midland 30.1 38.2 31.8 41.3 34.1 33.7 35.4 39.0 33.9 34.0 34.9 
National Prov 30.7 38.7 31.3 37.2 31.1 33.9 35.3 39.5 34.0 32.8 34.2 
Westminster... 29.7 36.3 33.1 37.6 34.3 33.0 36.0 39.0 35.4 31.5 32.5 
District 31.5 39.9 37.2 35.7 35.7 3746 35.3 BD.2 33.3 Be.:t Bes 
Martins 28.5 39.8 33.3 42.1 36.7 37.5 39.2 41.0 35.9 36.5 37.3 
All Clearing 
Banks .. 29.9 37.4 33.1 397.4 32.6 33.4 35.5 38.4 33.9 32.8 33.8 


* Cash, call money and bills shown as percentage of gross deposits. 


Money and Bill Rates 


to 5% on 19.6.58. 
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(£ millions) 


I—The Budget 





April 1, Change on 
1958, to corresponding 

August 16, period of 
1958 1957-58 
747.5 -47.9 
858.4 36.0 
65.5 — 46.2 
1,671.4 + 37.7 
272.7 1.7 
29.3 + 0.5 
1,480.6 27.4 
1,782.5 + 30.6 
-111.2 ae 
~ 158.3 64.2 
22.0% ~ 42.3 
165.2 - 20.5 
269.5 71.3 


THE EXCHEQUER FINANCES 


Accrued 
Interest 
(net) 
88.3 
88.6 
88.8 
82.7 
35.5 
: 

7.4 
4.5 
16.6 
5.8 


+ Indicates increase in total deficit. 





Total 

Defence Remain- 
Bond ing In- 
Maturity vested* 


- 
ail Original Expected 
aly budget change on 
estimates, 1957-58 
1.2 1958-59 out-turn 
r 6 Total Inland Revenue 2,970 ri 15 
0.1 Customs and Excise .. 2,189 39 
0-4 Other revenue / 280 58 
0.) Total ordinary revenue 5,439 96 
3 Debt interest (including sinking fund) 733 33 
aie Other consolidated fund 83 - J 
Supply expenditure 4,259 +421 
1.5 Total ordinary expenditure 5,076 +155 
Above line surplus or deficit - 364 - 59 
Net deficit below line — 600 35* 
7.8 of «hich 
9.0 local loans (net lending shown 
).8 minus) .. —- 13 32 
5.1 loans to state industries, net — 478 49 
).8 Total deficit . - — 236 ~ 24+ 
).3 * eitienees decrease in net deficit. 
}.0 } Indicates net repayment. 
0 
I1—National Savings 
({£mns: Receipts into Exchequer reported during period) 
Savings 
Certi- Defence Savings Premium ‘Total 
ficates Bonds Banks Bonds Small 
— (net) (net) (net) (net) 
ly 1952-53 + 22.8 —-10.7 -131.6 — —119.5 
° 1953-54 .. +19.0 + 0.3 — 79.3 --- — 60.0 
9 1954-55 .. +46.0 + 51.1 — 35.4 --- 61.7 
3 1955-56 .. +19.7 +-21.5 — 80.4 — - 39.2 
9 1956-57 .. +72.0 + 3.2 — 20.6 + 65.0 119.5 
2 1957-58 +73.1 + 1.2 - 2.4 + §8.3 108.5 
5 1957-58 
5 April-June 4.1 2.9 - 6.1 - 14.6 27.7 
3 July 1.1 0.3 -16.4 9.5 6.1 
1958-59 
x April-June +12.3 + 15.4 —- 16.9 aim. 26.0 
July 6.8 PY —23.4 + 5.0 3.8 


Tender 
Tap 








Ways and Means Advances: 
Bank of England 
Public Departments 

Treasury Bills: 


* After taking account of net sales through the Post Office 
securities other than defence bonds. 





I1I—Floating Debt 


(£, millions) 


Beginning of April* 


277.7 


3,240.0 
1,561.2 





5,078.9 





1957 


289.3 


2,860.0 


1,306.4 


4,455.7 
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Savings Bank 





| August 
—~———_| 16, 
1958 | 1958 
| 
239.6 | 209.4 
| 
3,120.0 | 3,270.0 
1,499.4 | 1,589.9 
4,859.0 5,069 . 3 





—-45.5 6,020.9 
—38.4 6,008.7 
—28.8 6,126.2 
—-50.8 6,123.6 
—38.9 6,124.0 
—38.4 6,240.0 
— 7.0 6,268.0 
— 0.8 6,279.0 
— 5.1 6,309.0 
—- 0.4 6,311.0 


Change in three 


of Government 





months to 

Aug 16, Aug 17, 
1958 1957 
- 0.3 + 1.0 
—- 25.6 —- 19.3 
100.0 +190.0 
+ 37.1 480.6 
+111.2 +652. 





3 


* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 





Official Market 
Spot 
3 months 
Transferable* 


Security* 


Aug 23, June 20, 
1957 1958 
2.78 +, 2.81 +; 
3%cpm 2cpm 
2.752 2.791 
2.662 2.78 ti 


1958 


2.80 3 
1 3c pm 
2.780 
2.77 % 


Sterling-Dollar Exchange Rates 
July 25, 


Aug 1, 
1958 


80 7} 
35c pm 


2. 
1 
2.780 
2.77 Hi 


Aug 8 Aug 15, 
1958 1958 
2.802 2.804 
1%cpm  14cpm 
2.782 2.783 
2.77 + 2.77} 


* New York market quotation. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+-) or Deficit (—) 


Financed by 




















Ameri- 
can 
Aid 


.—— 


682 
1196 
762 
199 
428 
307 
152 
114 
66 
26 


13 
4 
9 








Special 
Payments Change 
and in 
Credits Reserves 
+1123 + 220 
+3513 — 618 
+ 737 — 223 
+ 116 — 168 
+ 45 +1612 
—- 176 — 965 
—- 181 — 489 
— 181 672 
— 388 + 244 
—- 181 — 642 
+ 573 + 43 
+ 525 140 
+ 127 4+. 76 
+- 177 + 172 
— — 531 
+ 250 1. 423 
— 131 
. 135 
- 231 
— 497 
— 144 
~ 125 
_ 6 37 
_ 6 306 
- 8 


Main Special Items Detailed ! 


Net 
Yearsand With With Surplus 
Quarters EPUT Other or 
Areas Deficit 
1946 -— —— — 908 
1947 —- — — 1431 
1948 = ~— — 1710 
1949 — — — 1532 
1950 + 14 +791 + 805 
1951 —112 — 876 — 988 
1952 — 276 — 460 — 736 
1953 +113 +433 + 546 
1954 - $5 +395 + 480 
1955 — 169 — 406 — 575 
1956 — 211 — 415 — 626 
1957 — 276 — 135 — 411 
1957: 
I + 20 —- 84 64 
II + 12 — 21 - Y 
III ~193 — 347 — 540 
IV —115 -288 173 
1958: 
Jan — 13 +144 131 
Feb 22 +-412 134 
Mar + 94 | 137 231 
I 103 -393 496 
Apr - 11 133 144 
May - § 115 120 
June ~ 2 70 431 
II — 11 318 307 
July — 53 61 8 
Receipts 
$mn 
1946-50 US and Canadian loans.. 4,909 
1947-49 IMF loan 300 
1948 South African loan 325 
1956 Sale of Trinidad oil a 177 
Sale of US Govt bonds. . 30 
IMF loan , es 561 
1957 India’s IMF loan 200 
Return of interest on US 
loan , 104 
Export- Import Bank 250 


* Source: Federal Reserve Bulletin. 


t Portion of deficit or surplus settled in gold (in month following each accounting period). 
t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 


1951-56 Service of US and Cana- 
each 


§ Remainder of 1947-49 loan repaid in sterling. 
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Payments 


dian loans, 


perannum . 
1954 EPU funding payment - 


IMF repayment . 


1956 


Official Private 
Reserves 
at End Dollar 

of Balances* 
Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 
2273 


2209 
2381 
1850 
2273 


2404 
2539 
2770 





2770 
2914 
3039 
3076 


3076 





3084 


etc, 


IFC subscription — 








Aug 22, 


1958 


2.80% 


t¢¢ pm 


2.786 
2.774 








UK 


194 








491 


679 
602 





Smn 





181 


108 § 
14 


























The U.D.T. Group of Companies 





‘a offers a comprehensive financial service 


throughout Great Britain 


and the Commonwealth 





CAPITAL AND RESERVES EXCEED £13,000,000 
ASSETS EXCEED £93,000,000 





UNITED DOMINIONS TRUST 
Limited 


Bankers 





UNITED DOMINIONS HOUSE, EASTCHEAP, LONDON, E.C.3 


Branches throughout the United Kingdom and Eire 


AUSTRALIA - CANADA - NEW ZEALAND - RHODESIA - SOUTH AFRICA 
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UNITED DOMINIONS TRUST 


(Bankers) 





Another Record Year 





HE 36th annual general meeting of 
Limited 


United Dominions ‘Trust 
was held on August 13 in London. 


Mr. J. Gibson Jarvie (the Chairman) 
presided, and in the course of his speech 
said: Your Board take pleasure in having 
The year 
has been a remarkable one in many ways; 
it has, perhaps, been the most difficult in 
our history; we have had to struggle with 
the Credit Squeeze and at the same time a 
penal Bank rate, to say nothing of the 
constant discouragement from the Govern- 
ment by their reiterated distaste for hire- 
purchase business in their fight against 
inflation—a fight, incidentally, in which the 
Government never recognized, or declined 


again presented record figures. 


to recognize, their real enemy. 


That we were able to adapt ourselves to 
the new and very nearly impossible con- 
ditions and accomplish what we have done 


in the year, speaks highly for our initiative, 
our resilience and our ability to adjust the 
organization to a veritable spate of addi- 
tional handicaps. 

Reviewing the financial results for the 
year, Mr. Gibson Jarvie said: Profit has 
risen by over £250,000 to the record figure 
of £2,294,357. In this connection you will 
note that taxation has climbed to £1,186,716, 
while net dividends take only £383,000. 
This is the third year in succession in 
which we have increased the dividend. In 
the accounts this year we give comparative 
figures for ten years and they make im- 
pressive reading. ‘They constitute ten suc- 
cessive record years and total assets now 


stand at £93,687,920. 


Agreement with Barclays Bank | 

Remarkable as the last financial year has 
been, the new year promises to be still more 
remarkable since in its first month we have 
entered into an agreement with Barclays 
Bank which cannot fail to have a notable 
effect on the future history of the Company. 
In the considered opinion of your Board 
the acquisition of a substantial block of 
shares in the Company by Barclays Bank is 
bound to be of so great an advantage to the 
Company that its value can scarcely be 
estimated. 

Commenting on the difficulties en- 
countered and upon the regulations imposed 
and changed by the Treasury through the 
Capital Issues Committee, Mr. Gibson 
Jarvie said: If our growth is not to be 
completely stopped it is necessary to in- 
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crease our capital from time to time, apart 
from additions placed to reserve from 
annual profits. 

He then outlined events arising from the 
C.I.C.’s refusal to allow the Company to 
increase its capital, and continued: In May 
we commenced general conversations with 
Barclays Bank to see whether we could 
reach common ground on the advisability 
or otherwise of some merger of interests, 

Following their refusal, we asked the 
C.I.C. whether this was their last word: the 
reply stated that it was their last word. 

Negotiations with Barclays Bank then 
took a more direct course and terms and 
conditions were arranged between us: the 
price, however, was decided—and by us— 
when our shares were quoted at around 
90s. ‘There was no bargaining about the 
price—it was fixed by us: the parties came 
together without pressure from either side: 
it was a case of mutual selection. 

A new application was then made to the 
C.I.C. seeking permission to make the issue 
to the Bank and the necessary consent was 
at once given. 

We had done our best to get permission 
to make an issue to stockholders. It was 
refused, so had we not made an issue to 
E>rclays Bank, no issue at all would have 
taken place. 

This transaction is not a speculative one 
in any shape or form. It is intended asa 
continuing partnership of interests which is 
expected to benefit both parties. 

We have received £4,000,000 additional 
cash and very desirable associates. With an 
institution as strong as Barclays Bank sub- 
stantially interested financially in our Com- 
pany our position is agreeably simplified. 


The Future 


Now what of the future ? Under reason- 
able conditions the Company can and 
should become one of the world’s great 
businesses. I know of no company which 
had wider foundations or wider fields for 
its enterprise. Our capacity for service 
grows year by year and those services in 
which we specialize through the various 
companies comprising the U.D.T. Group 
are complementary and are interlocking to 
a degree. That we have been reasonably 
efficient in the past is vouched for by our 
results. The records of the year disclose no 
mean achievement. 


The report and accounts were adopted. 
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SOUTH 


THE STANDARD BANK OF 


AFRICA 





Sir Edmund Hall-Patch Reviews the Year’s Operations 





the Annual General Meeting for the 

year 1958) was held on July 30 in 
London. In the absence of the Chairman, 
Sir Edmund Hall-Patch, G.C.M.G., who 
was indisposed, Mr. John Nicholson Hogg 
(Deputy Chairman) presided. 

The following is an extract from the 
Chairman’s circulated statement: 

The Profit for the year is £876,542, an 
increase of £60,873 on that of the previous 
year. An interim dividend of 1s., less tax, 
per share was paid in January last, and it 
is now recommended that a final dividend 
of 1s. 6d., less tax, per share be paid, 
making a total distribution of 2s. 6d., less 
tax, per share. 


Union of South Africa 


In the course of his review of economic 
conditions in the Union, the Chairman said: 

Certain corrective measures have been 
introduced to stop the continual drain on 
the Union’s foreign reserves. It will take 
time before the accumulation of domestic 
savings will be adequate to meet the full 
requirements of the Union’s developing 
eonomy. For the time being, the Union 
needs to import capital to supplement the 
resources at present available in the country, 
and it is not in a position to meet an outflow 
of capital without tightening money. 

Another factor tending to modify the 
economic pattern is the recession which 
has developed in the United States of 
America. Apart from its direct effects on 
many primary markets, it has induced a 
world mood of hesitancy and caution; a 
cogent reminder of the growing inter- 
dependence of trading communities 
throughout the world. 

In assessing prospects for the Union 
during the next twelve months account 
must be taken of these unfavourable fac- 
tors. Nevertheless, due weight must also 
be given to the known strength and resili- 
ency of the country’s economy, the wealth 
of its untapped resources, and the singular 
stability it enjoys by virtue of its great gold 
mining and uranium extraction industries. 


T tie 145th Ordinary Meeting (being 


The Federation of Rhodesia and 
Nyasaland 


It is possible that the Federation’s period 
of rapid development and business has, for 
the time being, received a check. The 
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Federation’s economy has perhaps been 
over-extended in the past few years as a 
consequence of the boom in the price of 
copper, but continuing development is very 
necessary in a vigorous young country. 
Official announcements indicate the belief 
in Government circles that measures already 
taken will go a long way towards meeting 
the position. In general, confidence in the 
future of the Federation remains high. 


East Africa 


The inflow of capital, although still in- 
adequate for the full development of the 
territories, is not unsatisfactory in the light 
of present conditions in the capital markets 
of the world. Progress has, however, often 
been hindered by the terms in which the 
Africans’ desires and hopes for self-govern- 
ment have been expressed; these have often 
been of such a nature as to discourage 
potential investors. 

Given reasonable political stability, the 
economic future of the East African terri- 
tories should be one of steady progress. 


Prospects 


This year we are able to record increased 
profits in most of the territories where we 
operate. ‘This is very satisfactory, but it is 
to some extent attributable to the high rates 
ruling in London which no longer obtain. 
Credit restrictions are becoming more 
severe in Southern Africa, and may well be 
intensified. 

There has been a heavy fall in many 
commodity prices throughout Southern and 
East Africa. The resulting loss of Govern- 
ment revenue will be serious, particularly in 
the Federation, and less public funds will 
be available for essential development. Any 
serious reduction in the tempo of develop- 
ment will limit the scope for the fruitful 
employment of our resources. We are still, 
on the one hand, paying relatively high 
rates for our deposits and, on the other, we 
receive no interest on a substantial portion 
of the reserves we are required by law to 
maintain with the Central Bank both in the 
Union and the Federation. Against this 
background I feel that we cannot at this 
time count on the same rate of expansion 
in our business to which we have become 
accustomed in recent years. 

The report and accounts were adopted. 














ISTANBUL, TURKEY 


TURKIYE GARANTI BANKASI A.O. 





BALANCE SHEET FOR THE YEAR 1957 








ASSETS 

Unpaid Capital 
Cash in Hand and at ‘the Central Bank ~ ee "y ot 
Local Foreign 
Currency Currency 
Cash in Hand .. — 5% a 6.412.353,87 2.674,20 
Central Bank (C.A.) . Be 2.444.603,76 18.682,21 
Central Bank (Private Account) sis 4.043.854,83 ee 
12.900.812,46 21.356,41 


Legal Provision 
Cash at Banks: 

















T.L. 
1.250.000,— 
12.922.168,87 


20.824.680,44 





























Local Banks ... - a be Pe ba .. 4.115.000,33 
Foreign Banks .. af a - + a .. 6.361.158,94 
——— 10.476.159,27 
Bills 19.954.812,04 
Bonds .. ie 2.047.107,— 
Current Accounts 57.366.070,34 
Miscellaneous Loans. 187.912,22 
Loans to Affiliated Companies 4.911.175,— 
Fixed Assets: 
*Furniture ~~ js bs is - - .. 1.171.661,49 
**Real Estate .. Ss ‘a ss iP - .. 5.186.290,15 
—-~— 6.357.951 ,64 
Installation Expenses 215.188,61 
Other Assets .. is hs oe §.504.791,31 
TOTAL 142.017.791,74 
Transitory Accounts . , id an - - 7 168.735.440,94 
*Insured at T.L. 1. 613. 255, 44 **Insured at T.L. 3.035.000,— 
LIABILITIES 
T.L. 
Capital Authorized .. 1“ 4 10.000.000,— 
Reserves: 
Normal Legal Reserves “ ..  518.665,85 
Legal Reserves according to Banking Law .. ba ..  518.665,85 
Extraordinary Reserves ; , és re .. 1.146.655,94 
2.183.987,64 
Loans from other Sources 3.907.049,92 
Deposits and Current Accounts: 
Savings Account raeude No. 2999, Art. wins a oa 81.348.833,91 
Other Deposits . , i - 24.882.093,31 
106.230.927,22 
Payment Orders a's sé ea + 334.615,16 
Miscellaneous Credits 3.093.202,28 
Other Liabilities ‘as sie 14.127.489,62 
Balance carried forward to 1958... ms 2.140.519,90 
TOTAL 142.017.791,74 
Transitory Accounts . . .¢ a a ca be - ea 168.735.440,94 
Endorsements .. ¥ ‘ - ie i 42.328.853,04 
Guarantees ‘is 7 Ke sa - - 45.693.045,65 
Others... _ is i i = ia 80.713.542,25 
PROFIT AND LOSS ACCOUNT FOR THE YEAR 1957 
DEBIT CREDIT 
T.L. T.L. 
Staff Expenses .. ..  3.875.723,71 Dividends and Commission 5.896.813,84 
Taxes and ae Duties be 432.327,98 Income from legally held Govern- 
Other Expe ..  1,934.734,89 ment Bond and Securities 843.197,54 
Dividends a and ~ ¢ ee .. 2.544.337,90 Fees and Commission from 
Depreciation .. i? 7 281.170,62 Banking Operations . . 3.889.830,56 
Miscellaneous Losses .. ia 138.524,47 Income from Miscellaneous 
Profit .. ” .. 2,140.519,90 Sources 381.887,38 
Income from our Participations 335.610,15 
TOTAL os .. 11.347.339,47 TOTAL 11.347.339,47 
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ISTITUTO MOBILIARE ITALIANO 


“TMI.” 


(Italian Finance Corporation) 





HE twenty-sixth Annual General 
TT Meeting of Istituto Mobiliare Italiano 

(I.M.I.) was held in Rome on May 20, 
1958, under the chairmanship of Mr. 
Stefano Siglienti. 


In its report, the Board of Directors de- 
scribed the Italian economic position as 
satisfactory. It reviewed in detail I.M.I.’s 
activities during the fiscal year April, 1957- 
March, 1958, and underlined both the 
great volume of I.M.I. operations during 
the period and the good results achieved. 


New applications received amounted to 
more than Lit. 221,450m., and thus came 
up to the record level reached in 1956-57. 
Credits granted amounted to Lit. 92,038m. 
They included ordinary loans totalling Lit. 
$6,439m.—a 3.79% increase over the fiscal 
year 1956-57—and Lit. 5,599m. in respect 
of special loans made for the Government 
and on behalf of the European Coal and 
Steel Community. 


The export credit operations of I.M.lI. 
were a very encouraging feature and 
deserved special mention. The 1957-58 
figures (over Lit. 15,028m.) showed a rise 
of 49.7°,, over the preceding year. 


The report also underlines the important 
measures taken by the Authorities to sup- 
port capital goods exports. It expresses 


Incorporated by Law in 1927. 
CAPITAL FULLY PAID 
RESERVES (Banking Department) 
DEPOSITS 








Governor and Chairman of Executive Board : HIS EXCELLENCY 
Head Office : TEHRAN, IRAN 
Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative : One Wall Street, New York 
The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 


Transactions, provides special facilities for Documentary Credits, etc., and with its numerous branches 
in Iran deals with every description of Banking business. 


ADMINISTERS NATIONAL SAVINGS 
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the hope that the benefits already secured 
by these export credit measures will not be 
impaired in the future, and that the 
Authorities will make further advances out 
of the funds provided for by the law and 
budget allocations. 


Outstanding loans at March 31, 1958, 
showed a 5.3°, rise over the corresponding 
period of 1957 and reached the record level 
of Lit. 642,758m. Increases in ordinary 
loans largely offset the fall in special loan 
transactions. 


New bonds issued during the fiscal year 
1957-58 amounted to Lit. 63,927m. The 
total of bonds outstanding on March 31, 
1958, accordingly reached Lit. 326,008m. 
and thus showed a net increase of Lit. 


41,933m. 


Reserve funds and net profits again 
registered a net increase and rose from Lit. 
25,722m. to Lit. 30,269m. and from Lit. 
1,557m., to Lit. 1,647m. respectively. As 
a result the Annual General Meeting 
approved the resolutions submitted by the 
Board of Directors for the distribution of 
a dividend of 8°%, on the paid-up capital, 
and for the appropriation of Lit. 1,168m. to 
the reserves which thus reached a total of 


Lit. 31,437m. 


The report and accounts were adopted. 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Holder of Exclusive Right of Note Issue 


Rials 2,000,000,000 
Rials 659,000,000 
Rials 29,401,148,683 


EBRAHIM KASHANI 








Income Tax-free bonus of £3 per cent after 7 years. 


Worth £5.15.6 per cent (gross), when income tax is 
paid at 8/6d., if held for full period. 


Maximum holding £2,000 


(exclusive of holdings of previous issues) 


Free details from Post Offices, Banks or through your Stockbroker. 


Jhe Best Ever 


DEFENCE BONDS 


Issued by the National Savings Committee London, S.W.7. 
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